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URGENCY OF A DEFINITE MONETARY POLICY 


THE DEPRECIATION OF CONFIDENCE 


AINTENANCE of the credit of the 
United States is essential to the 
whole economic life of the country 
and the keystone of conservative 

investment policy. Directly or indirectly, 
it is a factor in every business transaction 
and every payment of wages. Any blow to 
the national credit must fall eventually on 
the American people, individually and col- 
lectively. When the national government 
takes measures which threaten the business 
stability of the nation, constructive criticism 
should not be withheld through a false sense 
of patriotism or fear of misinterpretation. 

The rational and orderly conduct of busi- 
ness and financial affairs is becoming 
dangerously impeded at a crucial moment. 
The continued uncertainty surrounding the 
very foundations of commercial enterprise 
and security values has stirred a rising de- 
mand for the cessation of currency experi- 
ments and for the immediate adoption of a 
sound monetary policy. 

No Administration has confronted a more 
difficult task; nor was any Administration 
ever supported by a greater unanimity of 
purpose. That purpose has consistently 
been the betterment of the American peo- 
ple. President Roosevelt foresaw and pub- 
licly acknowledged that mistakes might be 
made in selecting measures to accomplish 
that purpose. Most mistakes could be cor- 
rected without disastrous consequences; but 
to unsettle the keystone of our credit struc- 
ture would bring tragedy which nothing 
could condone. 

The actual measures which have disturbed 
confidence are too well known to require 


review. Legislative repeal of the gold clause 
may be explained with some justice on the 
grounds of emergency. It is far more diffi- 
cult to find justification for the more recent 
gold-buying program, following as it did 
the promise implicit in the refunding of the 
Liberty Loan bonds. 

While this decline in confidence in the 
government’s promise to pay is of grave con- 
cern to all business, it presents to all fidu- 
ciaries a problem challenging the utmost 
vigilance in protecting their trusts. Indi- 
viduals and private enterprise can take 
refuge, in some degree, in commodities or 
equities, or in foreign exchange notwith- 
standing government restrictions. Corpor- 
ate fiduciaries or individual trustees, sav- 
ings banks and insurance companies, how- 
ever, are not in such a position where their 
discretion is limited by laws predicated upon 
the maintenance of the full faith and credit 
of the federal government. Today it is the 
clear duty of all trustees, custodians of bil- 
lions of dollars worth of property, to be 
among the leaders in taking such action as 
is open to them to oppose measures which 
adversely affect the credit of the nation in 
its broadest sense. 

Public demand for sound money is being 
stimulated by responsible organizations 
throughout the country representing fin- 
ance, industry and labor. No one who has 
accepted fiduciary obligations should stand 
aside from this movement. The prompt. 
restoration of sound money is essential if 
the real gains already made by the Adminis- 
tration are to be preserved and further gains 
are to materialize. 











SEQUENCE OF EVENTS AT 
THE TREASURY 


EQUENCES of events are often in- 
structive. On October 12th the 

United States Treasury announced 
one of the boldest and most constructive 
debt conversion plans ever conceived, on 
sound and orthodox lines, which involved 
the call for redemption of $1,875,000,000. 
Fourth Liberty bonds and their replacement 
by new Treasury bonds, bearing 414 per 
cent the first year and 31% per cent there- 
after. Both called and uncalled Fourth Lib- 
erty bonds were receivable for the new 
bonds. Books on the new loan were opened 
October 15th; the cash portion of the new 
loan, $500,000,000 was immediately sold; 
books were kept open indefinitely for ex- 
change tenders. The new loan was greet- 
ed enthusiastically and promised to be 
a success. Conversion tenders poured in 
at an initial rate of $100,000,000 daily. The 
oversubscription of the cash portion was 
large. 

On October 21st the President announced 
that the Reconstruction Finance Corpora- 
tion would buy gold, which was done daily 
thereafter at constantly higher posted 
prices, depressing the dollar violently in the 
foreign exchange markets. The President 
also declared his intention to establish and 
maintain continuous control of the dollar, 
continuing to move toward a managed cur- 
rency; and that the government intended to 
restore the price level through some other 
way. 

From that fateful day, the conversion 
loan was destined to be a failure, as such 
things are measured, for the remarks of the 
President largely ruined the carefully laid 
plans of the Secretary of the Treasury and 
of Dean Acheson, then Undersecretary. By 
November 15th less than $900,000,000 
Fourth Liberty bonds had been tendered for 
conversion; and so great had been the shock 
given the government’s credit that the 
prices of its bonds declined rapidly. The 
bonds of the new loan which had been sold 
for cash at 101% to banks and large in- 
vestors dropped below 99. Some of the 
government’s bonds, which before the 
President’s address had been quoted around 
par, dropped to 95. 

Shortly before November 15th, William 
H. Woodin, Secretary of the Treasury, 
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despite the fall in government credit, denied 
his non-support of the President’s policies 
and promised an explanation of the govern- 
ment’s monetary experiments and purposes. 
On the 15th the President announced that 
Mr. Woodin had asked to resign, but had 
been prevailed upon to take a leave of 
absence of several months until his health 
should be restored sufficiently to enable him 
to resume his duties. The President at the 
same time announced the acceptance of the 
resignation of Undersecretary Acheson, 
upon whose faithful shoulders had fallen 
the task of running the Treasury during 
Mr. Woodin’s frequent illnesses. It was 
mutually agreed, it was stated, that Mr. 
Acheson did not have the administrative 
experience to assume direction of the whole 
Treasury Department. Henry Morgenthau, 
Jr., head of the Farm Credit Administra- 
tion, generally, known as a friend of inflation 
and managed currency, was appointed 
Undersecretary and Acting Secretary. On 
the 21st, Dr. O. M. W. Sprague resigned as 
financial adviser to the Treasury. 

Between October 21st and November 
15th holders of United States Government 
securities saw the market value of their 
investments decline more than $500,000,000, 





HENRY MORGENTHAU, JR. 
Under-Secretary and Acting Secretary of the Treasury 
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CREDIT VERSUS CURRENCY 
EXPANSION 


HE confusing changes in Administra- 
tion policy and the multiplicity of 
activities tend to cloud the perspec- 


tive and to destroy any sense of continuity. 


The one policy which has probably been 
more consistently adhered to by the Ad- 
ministration than any other is that of 
attempting to raise the price level, prefer- 
ably to the 1926 average. In support of this 
policy the argument has been advanced 
that, since periods of business activity in- 
variably are accompanied by increasing 
employment, expanding credit and rising 
prices, the thing to do in a period of depres- 
sion is to increase prices and the volume 
of credit as a means of bringing about 
more employment and greater business 
activity. 

To illustrate some of the fallacies of cur- 
rency inflation, suppose the government 
decided to pay off in fiat money—non- 
interest bearing Treasury notes—the $728,- 
000,000 certificates of indebtedness which 
fall due December 15th. Presumably, green- 
backs would go into the Treasury’s account 
at the Federal Reserve Banks, increasing 
its cash balance; the reserve banks would 
redeem the bulk of the maturing certificates 
in the usual way, by book credit or by re- 
serve bank checks, either of which opera- 
tions would merely increase member bank 
excess reserves which already are at the 
high figure of $800,000,000. Thus the 
credit base would be widened to about 
$1,500,000,000 but the credit structure 
erected upon the base would not increase 
unless the burden of carrying assets unpro- 
ductive of income should induce member 
banks to engage in over-generous use of 
their own credit; this would be unlikely 
because of the shock given confidence by 
the bare fact of resort to fiat money. The 
greenbacks would stay in the Federal Re- 
serve banks unless, perchance, they were 
placed in circulation in exchange for other 
kinds of paper money. That, naturally 
would not increase the total volume of 
circulation. 

Exchange of one kind of government debt 
for another would not, of course, reduce the 
total debt. Interest bearing debt would de- 
crease at the expense of a rise in non-inter- 
est bearing debt. The saving of interest 
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would be more than offset by the rise in 
yield rates on long term bonds, which would 
make the cost of future orthodox financing 
by the government prohibitive if not im- 
possible. This dose of inflation would, 
therefore, call for more injections of the 
same pernicious drug, and inflation might 
soon become uncontrollable. 

Various measures adopted to increase the 
velocity of credit have taken the course of 
broadening the currency and credit base, 
whereas that base is already sufficiently 
broad to sustain a far higher level of busi- 
ness activity. The fluctuations in this base 
and the threat of further broadening are 
not only unnecessary but seriously retard 
the extension of credit by the banks, respon- 
sive under normal conditions to the legiti- 
mate needs of business. The mere piling 
up of more excess reserves would not assure 
expansion of the use of currency or credit. . 
Any measure which lessens confidence in 
existing currency militates against the ex- 
pansion or use of existing credit or currency 
reserves. The continued lack of a clear 
monetary policy prevents the adoption of 
safeguards essential to the transfer or 
proper conservation of property. 


“= 


/ WOW SILLY! 
\FORGOT HE WAS 
HOLDING MY 





Copyright, 1933, New York Tribune, Inc. 
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EXTENDING INSURANCE COVER- 
AGE TO TRUSTEE BY 
ENDORSEMENT 


S a result of the conditions which pre- 
iN vail because of the present difficulties 
——— of various mortgage guarantee com- 
panies in fulfilling all of their obligations in 
connection with guaranteed mortgages 
which they have sold, it has become neces- 
sary, in many instances, for trust institu- 
tions to take over the active management of 
mortgaged properties from the guarantee 
companies. Some of these properties have 
actually been foreclosed by the holder of the 
guaranteed mortgage, and others are being 
worked out under assignments of rents or 
other forms of special agreements. As many 
of these guaranteed mortgages have been 
held in connection with invested funds of 
trust estates, trustees have been confronted 
with the problem of providing for the han- 
dling of these mortgaged properties. 

It is the feeling of attorneys for the trust 
institution that in handling properties, for 
instance under an assignment of rents, the 
trust institution assumes liability in connec- 
tion with the management of the property 
which might result in claims for damages 
being brought against the estates holding 
the guaranteed mortgages, or the trust com- 
panies acting for the estates. In order to 
avoid the possibility of having to respond 
to such damage claims, some of the trust 
institutions have devised forms of endorse- 
ments which they are having incorporated 
in the public liability and workmen’s com- 
pensation policies applying to mortgaged 
properties, which endorsements are so 
worded as to give the benefit of the insur- 
ance covering the property to the trust 
companies or estates actually interested. A 
typical form in use for the purpose of ex- 
tending the insurance protection to the trust 
company or mortgagee, as well as the owner, 
is quoted below: 


“The X Y Z Mortgage Guarantee 
Company and/or its affiliated corpora- 
tions, as mortgagees, as agent, repre- 
sentative and/or guarantor and/or any 
mortgagees deriving from said title 
company and/or its affiliated corpora- 
tions, as guarantor, said title company 
and/or its affiliated corporations and/or 
said mortgagees so deriving, also as 
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mortgagees in possession under assign- 
ments of rents or under any action 
which may now or hereafter be insti- 
tuted, and/or as interest may appear, 
and/or its affiliated corporations, as 
owners and/or agents or attorney-in- 
fact of owners of the insured properties, 
and/or the owners of the insured 
properties. 

Whose address is.................. 
By the acceptance of this endorse- 
ment the assignee hereby guarantees 
the assignment of this policy by the 
assured named in the policy.” 


In wording this endorsement an effort 
has been made to broaden the insurance 
protection so as to include all interested 
parties, the owner, the mortgage guarantee 
company, the holder of the guaranteed 
mortgage and the agent who may be han- 
dling the property, as it is difficult to deter- 
mine what the position of the trust institu- 
tion will be when it takes over the handling 
of the property. 

oo > 
REAL SIGNIFICANCE OF 
FEDERAL DEPOSIT 
INSURANCE 


HAT the public demands, and right- 
fully so, is banking safety. Deposit 
insurance has, however, become con- 

fused with deposit guaranty, which is not 
contemplated in the Banking Act of 1933. 
Mature consideration leads to the conclu- 
sion that the only just way to solve the 
problem of bank failures is not to find more 
banks to assume losses, but to seek elimina- 
tion of these losses at the source. The first 
comprehensive analysis of the effects of 
deposit insurance law, both temporary and 
permanent, has just been made by the Asso- 
ciation of Reserve City Bankers and con- 
stitutes one of the most constructive steps 
toward wholesome banking reform initiated 
in recent years. The distinction is clearly 
drawn, in the report of the Association’s 
Commission on Banking Law and Practice, 
between the laxity engendered by a scheme 
for making good another’s losses and the 
eradication of the unsound practices which 
permit such losses, through true. banking 
reform. It is urged that bankers assist their 
stockholders and depositors to understand 
sound banking principles, and it is believed 








TRUST COMPANIES 


that the time is opportune for appointment 
of a commission under Federal auspices, 
similar to the Aldrich Commission of 1904, 
for thorough study and recommendation of 
laws for a sound, permanent structure. 


The Commission on Banking Law and 
Practice recommends that banks make 
immediate application for membership in 
the temporary fund to cooperate in an 
emergency measure, but does not endorse 
the principle of deposit guaranty. It also 
urges cooperation with the government in 
the purchasing of preferred stock or capital 
notes. Regarding the permanent plan the 
report says: “In effect, it compels the banks 
which have survived the depression, despite 
an unsound banking system, to sign a 
blank check for all losses that may occur in 
the future.’’ The Commission believes that 
the plan will further encourage establish- 
ment of weak banks as it threatens the high 
sense of individual responsibility and ignores 
completely the causes of bank failures. The 
opinion is given that if guaranty is con- 
tinued as a permanent measure it will post- 
pone true banking reform until the next 
economic crisis, when it is questionable 
whether it might not destroy the security 
which it seeks to give to the weaker banks. 
Elsewhere in this issue is printed a chart 
compiled by the Commission showing costs 
which would have been incurred had this 
plan been in operation during the years 1921 
to 1932, and which clearly indicates that the 
liability of a small as well as a larger bank, 
in cases where the ratio of capital funds 
to deposits is low, might result not only 
in wiping out earnings but in impairing 
capital. The fact is cited that even under the 
more prosperous conditions prevailing dur- 
ing 1926-1930 all national banks with loans 
and investments of less than $500,000, 
earned an average of about two-thirds of 
one per cent annually on aggregate de- 
posits. The report states, ‘““An assessment 
of one-half of one per cent would have taken 
nearly 80 per cent of the earnings of this 
group in those years,” and that ‘‘a sound 
banking system cannot be developed with- 
out adequate profits with which to build 
reserves and pay dividends.” 


It is pointed out that banking difficulties 
of recent years have not been due to a mere 
lack of confidence on the part of the deposit- 
ing public, but rather to much more funda- 
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mental causes. None of the state guaranty 
systems inspired sufficient confidence to 
prevent such heavy failures as to bankrupt 
the systems, nor did they obviate ultimate 
losses, as is shown by the survey published 
in the report. A most significant analysis 
is also made of the place of the stockholder, 
as it is his savings which would be confis- 
cated since banks will be liable for losses up 
to the full amount of capital funds. It is 
the opinion of lawyers that if assessments 
exhaust the capital funds of a bank, its 
stockholders will be further subject to dou- 
ble liability. This, it is felt, is the greatest 
obstacle to the declared desire of the Admin- 
istration ‘“‘to strengthen the capital struc- 
ture of the banks,’’ as the money now being 
put in by the government will not, by itself, 
build a banking system which can run with- 
out artificial stimulation. 
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SAFEGUARDS IN ACCEPTANCE OF © 
LIVING TRUST ACCOUNTS 


ROM the standpoint of carrying out 
the terms of a living trust, the trust 
department is not so vitally interested 
in the reasons why a trust is created, or the 
advantages gained by the parties in interest 
by creating a trust. What does intimate- 
ly concern the trust department is to 
know that the creator of the trust is legally 
competent to create the trust, owns the 
property which he desires to transfer to the 
trustee to form the corpus of the trust, that 
he has the power to make a valid transfer, 
and that the object for which the trust is to 
be created is not contrary to law. 

Being fully satisfied regarding the fore- 
going, the trust department then should 
know that the deed of trust or trust agree- 
ment sets forth in detail all the terms and 
conditions which govern the trust, with 
rights, duties and obligations of all parties 
to the trust clearly set forth; that the agree- 
ment states how investments and reinvest- 
ments are to be made and at whose direc- 
tion; to whom the income is to be paid; that 
provision is made as to when the trust is to 
cease and in whom the trust property is to 
vest; that the agreement states whether or 
not the power of revocation is reserved by 
the maker and whether the maker reserves 
the right to amend the terms of the trust. 
The agreement should be prepared with 
sufficient clarity as to avoid any future 
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possibility of doubt on the part of the trus- 
tee as to the exact meaning of the wording 
of the instrument. 


The trustee should never accept a trustee- 
ship under the terms of a living trust until 
he has checked the proposed trust agree- 
ment against all his safety points above 
mentioned and is satisfied with his findings 
as to conditions. If trustees will always 
apply these precautionary measures before 
accepting a trust much possible future grief 
may be avoided. 


The trustee should always remember that 
a trust wherein the power of revocation has 
not been reserved by the maker is an irre- 
vocable trust and experience teaches that 
it is good business judgment for the trustee 
to exercise the greatest possible care in the 
acceptance of an irrevocable trust. A trust 
man who has had wide practical experience 
with irrevocable living trusts suggests that 
when a trustor desires to establish an irre- 
vocable trust, the trustee advise him fully 
that, once it is established, he cannot there- 
after take the corpus of the trust back into 
his own possession under any circumstances. 
(The trustor usually feels that his is an 
unusual case, and that the trustee, recog- 
nizing that fact, will accede to his request.) 
It would be well to insist that the creator of 
the trust consult counsel of his own choice 
and, as a protection to the trustee, it would 
be desirable to secure a letter from this at- 
torney stating that the latter had fully ad- 
vised the trustor in the matter. Written 
reports of each conversation set down 
promptly after each conference would be 
helpful in establishing the intent of all 
parties at the time the trust was created. 
At the time the trust agreement is executed 
the trustor should again be advised, in the 
presence of witnesses, that he unreservedly 
relinquishes the power of revocation. If it is 
possible to secure from him a written state- 
ment that he has been fully informed as to 
his inability to revoke the agreement this 
likewise might be desirable. 


While it is true that the laws of some 
states provide means whereby an irrevocable 
trust may be revoked, the actual application 
of such laws is usually impracticable, for the 
reason that it is necessary to join all parties 
concerned—life tenants and remainderman. 
Generally this is an utter impossibility as 
some who may be remaindermen at the time 


TRUST COMPANIES 


the trust ceases may not even be born today. 

Assuming that the trustee has accepted 
the trusteeship under the terms of a certain 
trust agreement, and has taken physical de- 
livery of the property forming the corpus of 
the trust, the time is then past when he 
could suggest or require the insertion of cer- 
tain safeguards in the trust agreement. He 
is now obligated to carry out all the terms 
and conditions of the trust which he has 
accepted. Therefore, his principal concern 
should be, above everything else, so to set up 
the trust on his records that positively 
every matter that should at any time during 
the life of the trust require action on his 
part as trustee, will be promptly brought to 
his attention. It is important that the trus- 
tee always exercise extreme caution to pro- 
tect his institution against future liability 
in all trusts, both testamentary and volun- 
tary. He should at all times keep in mind 
the fact that while his duties and obligations 
extend alike to both life tenants and re- 
maindermen, he has the life tenants with 
him today. They have recourse to the courts 
for remedy if not satisfied that they are re- 
ceiving their just due. The trustee should 
therefore be very diligent in protecting the 
interests of remaindermen. It has been fore- 
cast that not many years hence there may 
develop a new type of professional man— 
perhaps a combination of attorney and 
accountant—whose business it will be to 
review for remaindermen the accounts of 
trustees. If the safeguards mentioned herein 
are always followed in the acceptance of 
living trust accounts, they will form the solid 
base from which corporate trustees will 
carry out their administrative duties with 
the satisfaction that their acts are clearly 
and explicitly provided for by the trust 
agreements from which they receive their 
powers. 
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THE CONSTITUTION AND THE 
NEW DEAL 


ECENT emergency legislation, both 
RI state and national, has been so 

voluminous and drastic that men 
have stood by in amazement and con- 
fusion. The parade of new laws and 
regulations, new economic structures and 
new governmental organizations has passed 
so rapidly that observers have had little 
chance to contemplate its significance. For 
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the first time in history a bloodless economic 
revolution of world-wide consequence has 
been started by the Chief Executive of a 
great nation. The time has now come for 
the Supreme Court to pass upon the great 
questions involved in the heroic struggle. 


The United States Constitution provides 
specifically that no state shall pass any 
“law impairing the obligation of contracts.” 
Yet many states have enacted laws restrict- 
ing or postponing mortgage foreclosures, 
thus seriously impairing the obligation of 
contracts. The Minnesota law upon the sub- 
ject, upheld by the Supreme Court of that 
state, is now before the Supreme Court of 
the United States. If the law is sustained, 
and we believe it will be, the Constitution 
will again be stretched under the familiar 
Elastic Clause, Sec. VII, Art. 18, to in- 
clude laws designed to meet the present 
economic stress, even if the obligation of 
contracts is impaired. The decision is 
awaited with intense interest, for it will take 
a prominent place in the historical record 
of that notable tribunal. Upon it hangs the 
fate of many recovery acts. It will reflect 
the attitude of a great judicial body toward 
the new era in American history. It will 
mark a new epoch in constitutional law just 
as surely as the famous decision of Chief 
Justice Marshall in McCulloch vs. Maryland. 
That decision in 1819 brought an end to 
the political controversy which had raged 
for years over the establishment by Con- 
gress of the Bank of the United States. 
Fearful of the power of the government, 
and jealous of their rights, the states had 
sought in every way to throttle the activi- 
ties of the bank. They resorted chiefly to 
excessive taxation of branch banks. Mary- 
land levied a tax on notes issued by banks 
not operating under authority of the state, 


The court faced a difficult and serious 
situation, for the country was in the midst 
of depression and panic. Hundreds of irre- 
sponsible state banks had been issuing mere 
paper money and there was dire need for 
stabilization and sound currency. The Bank 
of the United States had been organized 
to save the day, but all banks were under 
fire, and in spite of its high purpose, the 
bank was attacked as one of the causes for 
“chard times.”’ The real difficulty, however, 
was the aftermath of hysterical speculation. 
Conditions emphasized the question of state 
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rights and the battle was on. Passion and 
prejudice ruled legislative bodies and when 
the case reached the Supreme Court, Chief 
Justice Marshall, fully realizing the serious- 
ness of his task, said that he approached 
the case with a “deep sense of its import- 
ance and of the awful responsibility in- 
volved.”’ 


Calmly, in an opinion which has become 
a classic, the great jurist decided that Con- 
gress had the constitutional right to create 
the bank and that the states had no right 
to levy a tax on the actual operations of a 
governmental function. He stressed the 
broad provisions of the Constitution and 
the concurrent right of Congress to enact 
legislation to carry its spirit into effect. 
Today, during a period of chaos one hun- 
dred and fourteen years since that famous 
decision, the Supreme Court is faced with a 
momentous decision. We doubt not that. 
the Constitution will receive another broad 
construction and that it will be preserved 
as the framework for future building no 
matter what the economic or financial 
condition of the country may be. 


— 
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TRUST ACTIVITIES OF NATIONAL 
BANKS 


HE annual report of the Federal Re- 
serve Board covering operations for 
the past year shows that the board in 
1932 approved thirty-three original and 
fifteen supplementary applications by na- 
tional banks for permission to exercise fidu- 
clary powers under the provisions of section 
11 (k) of the Federal Reserve Act. Two 
thousand, one hundred ninety-two national 
banks were holding fiduciary permits on 
December 31, 1932, representing 36 per cent 
of the number of national banks in opera- 
tion on that date. Seven national banks dur- 
ing the year 1932 surrendered their right to 
exercise trust powers under the provisions 
of section 11 (k) of the Federal Reserve 
Act. 

Under authority conferred by an act of 
Congress approved July 2, 1932, which in 
effect amended section 21 of the Federal Re- 
serve Act, the Comptroller of the Currency 
may assess the costs of examining the trust 
departments of national banks against each 
bank examined, in proportion to the amount 
of its trust business. 
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ECONOMIC LAWS AND HASTY 
LEGISLATION 


HATEVER may lie behind the cur- 
tain of the next act in the Recovery 
drama, of one thing we may be cer- 
tain: there will arise no situation which, in 
one form or another, has not been met and 
surmounted before. It is inconceivable that 
during the long evolution of industrial prog- 
ress we could remain unconscious of any 
vital economic force; every set-back has 
called forth such consideration and resolu- 
tion as to lead to increasing prosperity. We 
have grown older economically in much the 
same manner as we do physically, with dis- 
illusionments but also with a clearer and 
wider perception of our problems and rela- 
tionships. The process of economic aging 
cannot be hurried along without losing the 
sense of balance; too-rapid assimilation in- 
variably results in the pangs of indigestion. 
In our haste to attain the new era the bal- 
ance was lost; in the equal haste for a new 
deal remedy, the same grave omissions may 
be made. A famous English economist, dur- 
ing a visit to this country a few years ago, 
stated, ‘““You Americans have a great many 
good ideas, but in your hurry to put them 
into effect you seem to skip the stage of 
conviction.” 

Law has value only as it constitutes a 
general recognition and agreement, as we 
have recently had occasion to note. It is 
not desirable that the valuable contribu- 
tions of our system of individual initiative 
should be scrapped because of certain mal- 
adjustments in distribution. It is well to 
bear in mind that this system enabled the 
building up of productive facilities which 
have far surpassed any degree of prosperity 
heretofore known; is it then not desirable 
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to avoid dislocation of the adjustments es- 
tablished by the law of supply and demand 
and concentrate on the mistakes of dis- 
tribution. That law has not yet been re- 
pealed, and still furnishes a sound and 
understandable foundation on which to 
build, not a new, but a better economic 
domain. By setting up in advance elaborate 
barriers against possible future abuses, 
much human initiative, immediately essen- 
tial to recovery can easily be paralyzed for 
the sake of rather distant possible social 
benefits. 
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NEGOTIATIONS WITH RUSSIA 


ECOGNITION of the Union of Soviet 
Socialist Republics should promote 
international amity. It was a prac- 

tical step toward the adjustment of long- 
standing issues. It does not imply approval 
of the course pursued by those who estab- 
lished Soviet power. After all, that govern- 
ment has functioned as such for a matter 
of sixteen years. 

The joint statement by the President and 
Mr. Litvinov, as reported in the press 
November 17th, contained this wording: 

“Tn addition to the agreements which we 
have signed today, there has taken place an 
exchange of views with regard to methods of 
settling all outstanding questions of indebt- 
edness and claims that permits us to hope 
for a speedy and satisfactory solution of 
these questions which both our governments 
desire to have out of the way as soon as 
possible.” 

The President will doubtless, in future 
negotiations, resist all efforts to sacrifice 
fundamental principles for temporary trade 
advantages. Speed is of minor consequence. 
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ANNOUNCEMENT 


The business of ““Trust Companies Magazine,” published for many years by C. A. 
Luhnow, who died July 19, will be conducted hereafter by a corporation, now in 
process of formation, all the stock of which will be owned by the Luhnow Estate. 
Glen B. Winship has been selected as editorial and business director, effective 
December 1, and Christian C. Luhnow, son of the founder, has been designated 
as editor. Mr. Winship, until recently a consultant on industrial and financial 
problems, has had long experience in the public relations field and as a financial 


editor. 
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MONETARY POLICIES AND THE PRICE LEVEL COMPLEX 
INCREASED PRODUCTION VERSUS MONEY MANIPULATION 


EDMUND PLATT 
Vice-president, Marine Midland Group, Inc. and former Deputy Governor of Federal Reserve Board 


(Epiror’s Note: The belief that rising prices are essential to the success of the recovery 
program has attained wide acceptance; they would, however, seriously affect all creditors, 
including those dependent on income from trust funds, and wage-earners. In this discussion 
it is pointed out that profits, not prices, are the real source of debt-paying power and that 
the problem of recovery is one of an increased volume of production and employment. Raising 
the price level, it is contended, will automatically decrease the purchasing power necessary 
to this end. Mr. Platt also points out effects of the recently inaugurated gold-buying policy.) 


MID all the confused and frequently 

contradictory happenings and policies 

in Washington where is one to look 
for guidance as to probable results? Not 
nearly as much has been written by econo- 
mists of high standing who are known to be 
in disagreement with some of the policies of 
the administration, particularly its monetary 
policies, as might have been expected. The 
general feeling of loyalty to the President 
and of willingness to give the new adminis- 
tration every opportunity has not yet worn 
off and exercises restraint even over men 
who are usually outspoken in expressing 
their convictions and conclusions. 


The Time for Plain Speaking 

Dr. H. Parker Willis, Professor of Banking 
at Columbia University and technical advisor 
to the Senate Committee on Banking in the 
last Congress, in an address before a meet- 
ing of the New York Purchasing Agents As- 
sociation, referred to this feeling and de- 
clared that it was time for plain speaking 
and that this restraint should be no longer 
in effect. He said, “It is not lack of patri- 
otism to differ with the established authori- 
ties upon these matters; nor is there any 
treason in expressing such a difference. I 
know it is the opinion of some that we are 
now in a condition of ‘economic warfare’ 
and that therefore we are subject to a kind 
of ‘military law’ of ideas. This view of the 
situation I reject entirely, believing that the 
time is one in which the utmost freedom of 
expression is not only permissible, but es- 
sential, if we are to get any relief from our 


present entanglements and burdens or are to 
succeed in blazing a way out of the wilder- 
ness of erroneous notions back to well-trod- 
den paths.” 

Dr. Willis spoke principally about banking 
but he expressed the opinion that the sus- 
pension of gold payments in the spring was 
entirely needless, referred to the total loss 
of prestige and credit in foreign countries 
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resulting from our suspension of the pay- 
ment of our bonds in gold as agreed, and de- 
clared, “It is enough to say that early restora- 
tion of a stable dollar is essential to the re- 
storation of any prestige abroad or ability 
to borrow at home. We simply cannot long 
go on as at present. Losses of American 
capital sent abroad are now figured at about 
a billion and a quarter dollars, and are con- 
tinuing from day to day at a rapid rate. 
New financing cannot occur at home in pres- 
ent circumstances.” That address was de- 
livered on October 17th and before the pres- 
ent gold buying policy had been undertaken 
(October 22d). Since then the flight of capi- 
tal has taken on almost the proportions of a 
panic, and if Dr. Willis’s estimate of the 
amount transferred abroad was anywhere 
near correct the amount now must be con- 
siderably more than two billion dollars. 


Restoration of Former Prices Unnecessary 

One of the most interesting and informa- 
tive of recent articles by economists was that 
of Professor Frederick A. Bradford of Le- 
high University, who attacked as a funda- 
mental fallacy underlying much of the un- 
sound economics in the administration’s re- 
covery program, the idea that the restora- 


tion of the price level to a particular point, 
such as that of 1926, is essential to the satis- 


factory revival of business activity. To this 
naive idea he says may be attributed the de- 
parture from the gold standard, wholly un- 
necessary except for a brief interval, last 
spring, the recently adopted policy of buying 
gold at a price above that prevailing in the 
world market, and the implied threat of in- 
flation in the President’s remark that if ag- 
ricultural prices cannot be raised in one way 
they will be in another. Professor Bradford 
maintained convincingly, to my mind, that 
no considerable increase of prices is neces- 
sary, but what is needed is larger production 
and a greater volume of business. It is his 
conviction that the problem of recovery, 
therefore, is to increase the volume of pro- 
duction and the volume of employment, rath- 
er than the prices of goods and the wages of 
labor. Increased activity will, of course, 
bring about an increase in the prices of raw 
materials, but even these may be supplied 
profitably at the lower level of money wages 
without an increase in prices to the pre- 
depression level. After referring to the tem- 
porary revival in the late summer of 1932, 
the misgivings with relation to the budget 
and the breaking out of distrust in the banks, 
resulting in the hoarding of currency and 
of gold, he says, “It should be emphasized 
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that neither a fall in prices resulting from 
distrust in investment securities and banks, 
nor a rise in prices engendered by distrust 
of the nation’s money, is desirable. Neither 
makes for that balance in the economic sys- 
tem which is essential to sound recovery, but 
instead creates further maladjustments. Nei- 
ther stimulates the market for sound invest- 
ment securities. Past experience shows that 
recovery has its inception in the investment 
market, * * * Thus confidence in the nation’s 
money, its banks and its bond market are 
all essential to sound recovery, and none of 
these factors depend upon the restoration of 
commodity prices to any particular previ- 
ously prevailing level.” Professor Bradford 
analyzes the situation at some length with 
relation to debtors, farmers and home own- 
ers and shows that a restoration of commod- 
ity prices to some arbitrary previous level is 
unnecessary for the relief of debtors and ac- 
tually injurious to the cause of sound busi- 
ness recovery. 


Payment of Debts From Profits and Adequate 
Purchasing Power 

I have endeavored to express this idea suc- 
cinctly in several published letters and ar- 
ticles in the phrase “It is profits and nor 
prices that pay debts.” Some emphasis 
should be given to the fact that raising prices 
automatically decreases the purchasing pow- 
er of the whole body of people. If prices 
have ceased their long decline as appears 
probable from a study of the Federal Re- 
serve charts and if we have turned the cor- 
ner and are on the upgrade as appears prob- 
able in spite of the very recent and sharp 
decline in the physical volume of industrial 
production, commodities can be distributed 
much more rapidly and with much more 
promise of continuing, at the present price 
level or at a slightly rising price level than 
if prices should rise rapidly to points which 
cut off important parts of our population 
from additional purchasing. To return to 
the price level of 1926, which is the goal fixed 
upon by Professor Warren of Cornell and 
seems to be the goal desired by the President, 
though he has not distinctly said so, would 
be to turn the wheels of progress backward 
—decidedly a reactionary proceeding. Many 
inventions and many improvements in busi- 
ness technique and in management have been 
made since 1926 and costs of production have 
been considerably reduced. Reductions of 
wages have been only a part, probably in 
many industries only a small part, of the 
economies obtained. There is certainly no 
good reason why people in general, the con- 
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sumers of commodities, should not receive 
the benefits of these reductions of cost in 
lower commodity prices. 


Prices and Production Costs 

1 should perhaps add here that this brings 
up something that runs counter to the theo- 
ries of many but not all of the monetary the- 
orists. Some of them maintain that if an 
invention greatly reduces the cost of produc- 
tion of a certain important commodity the 
price should not be reduced but new purchas- 
ing power should be pumped into the hands 
of the public in some way, so that the sale 
of this commodity could be increased with- 
out reducing its price. Dr. Robert Eisler of 
Vienna, Austria, who is just now in this 
country lecturing, has published a book on 
prices similar in some respects to that of 
Professor Warren and expresses this idea, 
and it is more or less implicit in the ideas 
of Professor Fisher, though he admits some 
ground for believing that prices due to tech- 
nological advances might be reduced. Cer- 
tainly this idea that prices must be kept up 
even though costs of production have been 
greatly decreased through inventions and 
improvements runs contrary to all business 
experience and even to the ideas upon which 
the Patent Office in Washington works. Pat- 
ents are given in order that the inventors 
may receive encouragement through a mo- 
nopoly profit from their improvements, but 
in due time the patents expire and it is then 
expected that the prices will fall due to com- 
petition. The fact is they always have fallen. 
How widely would the automobile have been 
distributed if the prices of cars had been 
kept at the heights of ten or fifteen years 
ago? As a matter of fact every manufac- 
turer who reduces his costs always greatly 
reduces his prices in order to distribute his 
product more widely. Stores advertise re- 
ductions of prices and bargains, never in- 
creases. The average price of any given list 
of commodities should decrease as the years 
go by and must decrease if new commodities 
are to have any chance at all. The automo- 
bile and radio were given wide distribution 
from the fact that they have been steadily 
cheapened and also from the fact that pur- 
chasing power has been released for them 
through the decrease in price of other ar- 
ticles of wide consumption. 


The Relation of Gold Buying to the 
General Price Level 
The price level of 1926 is seven years out 
of date and most of the necessary adjust- 
ments to a lower price level have been made. 
In my opinion it cannot be restored by any 
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lmonetary means so far authorized, and the 
attempt to restore it should be abandoned. 
The present mysterious gold buying policy 
has up to the time of writing signally failed 
to accomplish what its proponents apparently 
expected of it, Professor Warren evidently 
expected the rise in the price of commodities 
to be almost automatic with the rise in the 
price of gold, and in his book he tells in some 
detail just what he believes would happen if 
the gold dollar were devalued 50 per cent. 
Certain basic commodities, he says, would 
rise 5V0 per cent including wheat and lumber, 
and industrial stocks would rise 50 per cent. 
In an article published last August, recently 
reprinted under the auspices of the “Com- 
mittee for the Nation,’ he prints a table 
showing various amounts of reduction in the 
gold content of the dollar and consequent 
increases in the price of gold, and states 
“prices of commodities follow the change in 
the price of gold. That is, if the price of 
gold were raised 50 per cent, wholesale com- 
modity prices would be raised about 50 per 
cent.” While up to the time of writing the 
price of gold has been raised some 40 per 
cent the wholesale prices of commodities 
have, however, shown comparatively little 
change. So far the prediction has certainly 
not been verified. Since October 28th when 
the policy of buying gold abroad was an- 
nounced the indicated gold value of the dol- 
lar to November 17th had been reduced by 
almost 10 per cent, but the Journal of Com- 
merce daily commodity price index showed 
not an advance but a slight decline. 

A recent article by Sir Walter Layton, ed- 
itor of the London Economist, contains an 
excellent statement of why this gold purchas- 
ing scheme is not likely to succeed. He says 
“If there were some natural or permanent 
link between the value of gold and the value 
of all other commodities, the act of making 
gold dear and dollars cheap would mean 
that prices of goods in dollars would also 
be high. But there is no such link between 
goods and gold, even when a country is on 
the gold standard; and when, as is the case 
at present, gold is no longer the standard, 
variations in the price have no more effect 
than variations in the price of any other 
commodity. It is not even the most impor- 
tant of commodities.” This, of course, is di- 
rectly contrary to the Cassel, Fisher, Rogers, 
Warren and Hisler theory. They appear to 
believe that the price of gold possesses magic. 
A careful reading of Sir Walter Layton’s 
article will go far to dispel that idea. In 
conclusion he says: “But it has yet to be 
shown that there is any short cut by manip- 
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ulating the exchange value of the dollar, or 
its value in a dethroned commodity, such as 
gold. Any attempt to do so merely creates 
lack of confidence and exercises a depress- 
ing influence on other countries’ trade, which 
if carried to extremes, will almost inevitably 
lead to reprisals, competitive depreciation 
and chaos.” 

Buying gold at rising prices does not cre- 
ate any additional purchasing power, beyond 
a few thousands a week to the gold mining 
industry. The depreciation of the dollar in 
terms of foreign currencies has been wholly 
due to the export of American capital—the 
driving of funds from American banks or 
from American securities to foreign banks 
and foreign securities. The money changers 
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have alone given the policy of debasing our 
standard American dollar such success as it 
has enjoyed. Meanwhile as the dollar stands 
today we have cancelled about 40 per cent 
of the debts, public and private, due us by 
foreigners, but have done nothing through 
this policy in behalf of American debtors. 

What we should do, in my opinion, is to 
sell gold instead of buying it. The way to 
resume is to resume, as Secretary Sherman 
said in the 1870’s. The United States never 
enjoyed so rapid a return from depression 
as after the resumption of gold payments in 
1879. We need more outspoken constructive 
analysis and criticism from our leading econ- 
omists, with a few ringing phrases that can 
be remembered and quoted. 
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REFUNDING OF DOLLAR BONDS IN FOREIGN CURRENCIES 


The dramatic fall in the value of the dol- 
lar in the foreign exchange market during 
the first half of November added impetus to 
the rapidly spreading movement on the part 
of foreign governments to fund their dollar 
indebtedness owed American investors. The 
usual method is to take advantage of the 
fear on the part of Americans as to the fu- 
ture value of their currency, and to offer 


in exchange for the dollar bonds sterling or 


other foreign currency obligations bearing a 
much lower rate of interest, but convertible 
into foreign currency on a ‘basis which 

makes attractive the conversion offer. 
By offering such exchanges, large volumes 
of foreign currencies are brought upon the 
2°, 


id 


i? 
Y 


market and this serves to check the fall of 
the dollar in terms of such foreign curren- 
cies as are offered the American bondholder, 
for the latter has the option of converting 
and then selling his foreign currency bonds 
in foreign markets, obtaining sterling Swed 
ish kronor or guilders, selling these ex- 
changes, and bringing back his money into 
dollars at an exchange rate which shows a 
substantial profit. These exchange offers are 
profitable so long as the dollar valuation in 
foreign exchange is tending downward. If 
foreign currency bonds are retained and dol- 
lars experience a sustained recovery in for- 
eign exchange, large losses would replace the 
apparent large profits. 


>, 


SUPREME COURT DECISION, IN DUKE ESTATE 


The long contested tax question in con- 
nection with the Duke estate has been finally 
settled by the Supreme Court of the United 
States. The decedent, James B. Duke, ex- 
ecuted two trust instruments on May 2, 1917, 
and September 4, 1917, respectively, by which 
he conveyed to himself as trustee, for the 
benefit of his daughter Doris Duke and her 
descendants, the personal property described 
therein. The decedent also appointed in the 
respective instruments successor trustees. 
Sach trust instrument, together with the 
properties embraced therein, was delivered 
on the day of its date upon the terms and for 
the purposes stated, and each trust was for- 
mally accepted both by the trustee and the 
successor trustees. 

The grantor did not reserve the power to 
alter or revoke either instrument, with or 
without the consent of the beneficiary. The 
trust properties were to revert to the grantor 
only in the event the beneficiary died during 


his lifetime. Otherwise, the transfers were 
absolute and complete. The beneficiary sur- 
vived the grantor, and upon his death the 
designated successor trustees took possession 
of the trust properties and have since ad- 
ministered the trusts in accordance with 
their terms, without any other change by 
reason of the death of the grantor. 

The decedent died in 1925. The Govern- 
ment contended that the trust was created in 
contemplation of death, and that therefore 
the trust funds, amounting to approximately 
$30,000,000, were subject to federal estate 
tax. The Board of Tax Appeals decided that 
the trusts were not intended to take effect 
in possession and enjoyment at or after 
death, and that therefore no tax was col- 
lectible. The Circuit Court of Appeals sus- 
tained the board in its decision, and the Su- 
preme Court, by decision of four to four, Mr. 
Justice Hughes not participating, upheld the 
decision of the Circuit Court of Appeals. 
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TRUSTEE’S PROBLEMS IN HANDLING GUARANTEED 
MORTGAGES 


EFFECTS OF RELEASING GUARANTEE CONTRACTS 


HENRY W. PROFFITT 
Of Barry, Wainwright, Thacher & Symmers, and member of the New York Bar 


(Epiror’s Note: The large amount of guaranteed mortgages and mortgage certifi- 
cates held in trust portfolios constitute one of the most acute problems with which trustees 
are confronted. The accompanying article points out the folly of attempting to solve these 
problems by adopting a general policy and outlines some of the dangers and difficulties 
which the trustee may expect to encounter in resorting to foreclosures.) 


HE continued sluggishness of the real 

estate situation and its slow reaction to 

hypodermics from Washington cause 
concern to the holders of mortgage invest- 
ments. The uncertainties of the future, the 
effect of government monetary policies and 
the deplorable paralysis of mortgage guar- 
anty companies in general, all combine to 
perplex and bewilder the trustee who holds 
guaranteed mortgages, and he is at a loss to 
know whether or not he may safely release 
the guaranty company from the terms of the 
guaranty, The situation is also significantly 
complicated by rumors that one of the large 
mortgage companies in New York City which 
is in rehabilitation, has procured from the 
holders of its mortgage guarantees such a 
large percentage of releases that it is rapidly 
approaching a point where the Superintend- 
ent will permit it to reopen for business, 
subject to some form of restriction as to 
guarantee of payment of principal and as to 
future transactions. 

It is, of course, clear that if a sufficient 
number of guarantee holders release their 
guarantees, the unreleased guarantees may 
have or acquire a real value. The trustee, 
looking forward to the time when he will be 
ealled to account, is fearful of a surcharge. 
He realizes that if, through rehabilitation, 
the guarantee companies become solvent and 
value is restored to the guarantees, and in 
the meantime he has released the guarantee, 
foreclosed the property, and eventually sold 
it at a loss, both to the life tenant as to in- 
come, and to the remaindermen as to prin- 
cipal, he will have to justify his action be- 
fore the Court, and may run the risk of a 
surcharge. It is also apparent that if the 
trustee insists on holding the guarantee com- 


pany where the property covered by the 
mortgage investment is heavily in arrears,. 
both as to interest and taxes, and being un- 
willing to run the risk of releasing the guar- 
antee, he fails to take steps to foreclose the 
mortgage or otherwise protect his investment, 
he may likewise be subject to criticism and 
possible surcharge on his account. 


Nature of Trustee’s Problem 
Under prevailing circumstances the trustee 
must realize that the problem with which he 
is confronted has certain characteristics 
which were not present a few years ago in 
the ordinary problems of trustee investments. 


Formerly, for example, if a trustee was 
contemplating the investment of trust funds 
in a mortgage investment, the usual routine 
was first to inquire what market value was 
ascribed to the property by an expert ap- 
praiser of real estate. The trustee then made 
an examination of the property and of the 
neighborhood in which it was located to de- 
termine the probable future trend of devel- 
opments in that locality, and to ascertain 
whether the property was kept in good con- 
dition and was well managed. The trustee 
might also inquire into the financial respon- 
sibility of the obligor on the bond, although 
in most cases of mortgages on commercial 
buildings the obligor was a _ corporation 
which possessed no property other than the 
premises covered by the mortgage. On the 
basis of this examination the trustee deter- 
mined whether or not (1) the principal in- 
vestment might be considered safe, and (2) 
an income was assured to the life beneficiary. 

If in the course of time as the trustee 
watched the investment it appeared that the 
neighborhood in which the property was lo- 





480 


cated was undergoing a change, and that its 
future was uncertain, or that the building 
had changed hands and was not being effi- 
ciently managed, the trustee took steps to 
change his investment, either by endeavoring 
to sell the mortgage, or, if it had matured, 
by calling the mortgage and requiring the 
owner to place it elsewhere, If the mortgage 
was a guaranteed mortgage, or in the form 
of certificates of interest in such mortgage, 
the trustee endeavored to sell the mortgage 
or certificates, or required that they be paid 
off upon maturity, or that a new mortgage 
be substituted in their place. 

The trustee’s problems today are much 
more complex. It is no longer a question of 
selling a mortgage investment, or substitut- 
ing one investment for another. Rather, the 
trustee is faced with the necessity of con- 
sidering a foreclosure and taking possession 
of the property covered by the mortgage. If 
foreclosure appears advisable or necessary, 
the trustee should carefully estimate the dif- 
ficulties in which he may find himself as a 
result of foreclosure. In the first place, he 
must advance funds for the expenses of 
foreclosure. It may happen that the entire 
trust fund is invested in mortgages, and that 
there are no principal assets which can be 
sold to produce cash with which to pay such 
expenses. In the second place, an examin- 
ation of the property may reveal it to be so 
run down that, in order to place it in ten- 
antable condition, extensive repairs and reno- 
vations must be made. It may also develop, 
as it frequently does, that there are numer- 
ous departmental violations filed against the 
property, which must be removed, thus call- 
ing for additional disbursements by the trus- 
tee. Or, if it is an apartment house, the 
trustee may find that there are electric re- 
frigerators installed in the building on which 
only partial payments have been made, and 
that in order to retain the tenants the trus- 
tee must complete the payments or make 
some settlement with the refrigeration com- 
pany. Depending upon the nature of the 
building covered by the mortgage, the trus- 
tee may have to be prepared to engage in a 
business for which he is not equipped, and 
in the conduct of which he may incur heavy 


losses. 
Dangers of Following a General Policy 


The trustee’s problems cannot be solved 
by adopting a “policy.” One frequently hears 
it said in trust departments of corporate 
fiduciaries “It is our policy to release our 
guarantee contracts,” or “It is our policy to 
foreclose all mortgages more than one year 
in arrears in taxes or six months in arrears 
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in interest.” It is submitted that such a 
course of action will almost certainly land 
the trustee in hot water sooner or later. 

For example, take a $20,000 home mort- 
gage, two years in arrears in interest and 
taxes due to financial reverses and unemploy- 
ment of the owner. The house is run down and 
is not modern or readily salable; the neigh- 
borhood has changed resulting in a more 
than normal depreciation of land value. The 
house is not rentable without the expendi- 
ture of a substantial amount for repairs 
and renovations, and such expenditure is 
not justified in view of the deterioration of 
the neighborhood. The property will not 
bring on a sale more than $15,000, so that 
by the time the trustee can foreclose and sell, 
he may suffer a combined principal and in- 
come loss (including foreclosure expenses) 
of $10,000. 

On the other hand, the owner has just 
secured employment and is getting back on 
his feet. His reputation for honesty and for 
meeting his obligations is excellent. ‘The 
house has been in his family for several 
generations and he is most anxious to re- 
tain his home. Under such circumstances 
it is questionable whether the trustee should 
foreclose. 

Suppose the trustee has a $100,000 mort- 
gage on a warehouse. The mortgage is three 
years in arrears in taxes, but up to date in 
interest. The failure to pay taxes is due 
partly to a falling off in business and partly 
to heavy expenses for repairs, the building 
being old. The trustee finds that but for 
extraordinary repairs the business is earn- 
ing taxes and half interest—that the owner 
has cut salaries and expenses and is running 
his business economically—that the owner 
has a steady business with good customers, 
although payments are slow—that there is 
much vacant warehouse space in the neigh- 
borhood and a new tenant would be difficult 
to find. Again it is questionable whether 
the trustee should foreclose, the important 
indications being that he should not. 

The trustee who has been specializing over 
a number of years in making trust invest- 
ments should realize that he may not be 
equipped to operate a warehouse or run a 
hotel or engage in the real estate business. 
Such businesses have many pitfalls and the 
trustee may easily come to grief on some 
unexpected shoal. 


Some Effects of Policy Not to Release 
Guarantees 


As to the “policy” of not releasing guar- 
antee contracts, it is suggested that the trus- 
tee should fully understand the practical 
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effect of such a policy. In New York, act- 
ing under instructions of the Superintendent 
of Insurance as rehabilitator, the guarantee 
companies, when requested to turn over to 
the trustee as holder of the mortgage con- 
trol, thereof (i.e., collection of interest; 
reduction of interest; the taking of an as- 
signment of rents: or a foreclosure of the 
mortgage, etc.) for a time required as a con- 
dition to such control a release of the mort- 
gage company from its guaranty. More re- 
cently, although requests for releases of 
guarantees are still being made, the Super- 
intendent of Insurance will consent to either 
of the following courses of action: 

(A) On demand of the holder an action 
to foreclose will be conducted by attorneys 
selected by the Superintendent without ex- 
pense to the holder if the holder deposits 
with the mortgage company, as_ required, 
sums sufficient to cover all expenses of the 
action, except attorneys’ fees, but including 
all arrears of taxes. The holder must agree 
that the mortgage company may manage and 
control the property after the foreclosure, 
if the property is bought in by or for the 
holder, and fix the price at which the prop- 
erty may ultimately be sold by the trustee, 
as owner. 

This procedure may be followed without 
affecting in any way the rights of the holder 
of the mortgage under the guaranty. The 
theory behind this position of the Superin- 
tendent is that if the mortgage company 
were permitted in due course to foreclose 
the mortgage and control the property it 
might dispose of it for at least the amount 
of its guaranty and expenses thereby avoid- 
ing any loss. 

(B) Upon demand the holder may take 
full control of the mortgage and proceed as 
he sees fit without prejudice to his right to 
maintain that the guaranty remains in force 
and effect and also without prejudice to the 
right of the Superintendent to maintain that 
by such action the guaranty has been ter- 
minated—a contention which the Superin- 
tendent will undoubtedly make at the proper 
time. 

If, however, a sale has been held the com- 
panies will not turn over the control and 
management of the property, even if bid in 
the name of the holder of the mortgage, un- 
less the guaranty is released. 


Protecting Investment in Defaulted Mortgage 
Needless to say, the soundness of the Su- 


perintendent’s position, as outlined under 
(B) above, is open to serious question, and 
motions are now pending before Mr. Justice 
Frankenthaler in the Supreme Court, New 
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York County, to determine whether the trus- 
tee may go forward with foreclosure pro- 
ceedings, naming the guarantee company and 
the Superintendent of Insurance, as Rehab- 
iliator, parties defendent, and reserve for 
future determination all question as to the 
trustee’s rights under the guarantee contract. 
In view of the paralysis of guarantee com- 
panies, it is hoped that the Court will find 
some way of permitting trustees to take 
proper action with respect to mortgages 
which are in default, where the guarantee 
companies refuse to or are unable to act, 
and at the same time reserve all questions 
as to the rights under the guarantee. 

An effort in the same direction is custom- 
arily made where the trustee elects to pro- 
ceed with foreclosure on a mortgage guar- 
anteed by a company now in _ rehabilita- 
tion. In each rehabiliation proceeding an 
order has been entered and is in effect which 
enjoins all creditors and policy holders of 
the guarantee company, and holders of mort- 
gage participation certificates guaranteed by 
such company, and all other persons, from 
bringing or prosecuting any action, suit, or 
special proceeding against the guarantee 
company, or its assets, or the Superinten- 
dent of Insurance, or from interferring with 
the Superintendent in his possession, control 
and management of the property of the guar- 
antee company, or in the discharge of his 
duties under Article XI of the Insurance 
Law, and from doing or permitting any act 
which might allow the obtaining of prefer- 
ences or liens, or the making of any levy 
against the guaranty company while in re- 
habilitation, except upon authorization of the 
Superintendent, and until the further order 
of the Court. The institution of a foreclos- 
ure action by the trustee, without permission 
of the Court in the rehabilitation proceedings 
might. therefore, be a violation of the injunc- 
tion. 

Where a_ trustee wishes to _ foreclose 
a guaranteed mortgage, except in the manner 
set forth under (A) above, it is necessary 
for him to apply to the Court in the rehabili- 
tation proceeding asking for permission to 
name the guarantee company as a party de- 
fendant. The order, which has in some cases 
been granted, pursuant to such application, 
modifies the injunction order to the extent 
that the petitioner is permitted to join the 
guarantee company and jor the Superintend- 
ent of Insurance, as Rehabilitator, as parties 
defendant, and further provides that no de- 
ficiency judgment shall be entered against 
the guarantee company, or the Superintend- 
ent of Insurance, except upon the further or- 
der of the Court. 
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Course of Action Beyond Partial Foreclosure 


Upon determining to go forward with fore- 
closure proceedings, the trustee may find that 
the guarantee company has already institut- 
ed partial foreclosure proceedings for non- 
payment of interest, and that while the guar- 
antee company would be willing to permit 
the trustee to foreclose, the attorney who has 
been conducting the partial foreclosure pro- 
ceedings refuses to give up the mortgage doc- 
uments unless his charges for services and 
disbursements to date have been paid. 

The partial foreclosure proceeding has been 
instituted in the trustee’s name, but is con- 
trolled by the guarantee company. Its con- 
elusion on behalf of the trustee would not 
satisfactorily solve the trustee’s problem, and 
it is open to serious question whether the 
trustee would be justified in paying the at- 
torney’s charges simply for the purpose of 
getting possession of the mortgage papers. 

On the other hand, unless the trustee has 
or can procure possession of the mortgage pa- 
pers, he cannot produce necessary proof be- 
fore the referee as to his title to the mort- 
gage, nor can he make use of the mortgage 
as a credit against the bid on the foreclosure 
sale. The partial foreclosure proceeding is of 
little or no use to the trustee if he wishes to 
institute a full foreclosure as the pleadings 
in the partial foreclosure will have to be 
substantially amended and again served on 
defendants, or the partial foreclosure will 
have to be discontinued and a new action 
started. 

It is possible that the trustee might be 
criticized for retaining as his counsel in the 
full foreclosure proceedings the attorney who 
represented the guarantee company in the 
partial foreclosure, since the trustee proposes 
to make the guarantee company a party de- 
fendant under permission of the Court in the 
rehabilitation proceedings. It is suggested 
that under such circumstances the situation 
might be met by the trustee’s making appli- 
‘ation in the rehabilitation proceedings for 
permission to name the guarantee company 
and the Superintendent of Insurance as par- 
ties defendant and for an order granting to 
the petitioner such other relief as may be 
necessary in order to place him in a posi- 
tion to foreclose, including a direction to the 
guarantee company to deliver to the _ peti- 
tioner all of the mortgage papers. It is proper 
on such application for the Court to order a 
return of the papers, notwithstanding the 
alleged lien for the attorney’s services, since 
the attorney, although acting in name for 
the trustee, is actually retained by the guar- 
antee company, and must look to the guaran- 
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tee company to pay for his services. The 
mortgage papers do not belong to the guar- 
antee company, but were merely in its pos- 
session for the purpose of taking steps to 
carry out the terms of the guarantee. The pa- 
pers being the property of the trustee, the at- 
torney has no lien upon them for his services. 


New Amendment to Civil Practice Act 


The trustee should also have in mind that 
by virtue of an amendment to the Civil Prac- 
tice Act of the State of New York (Chapter 
794, Laws of 1933) two new sections are add- 
ed, which substantially limit during the pe- 
riod of the emergency (stated to be from Au- 
gust 26, 1933, to July 1, 1984) a mortgagee’s 
right to obtain a deficiency judgment in a 
foreclosure action, or in any action to re- 
cover a judgment for an indebtedness secured 
by a mortgage, and which originated simul- 
taneously with and is secured solely by such 
mortgage. The extent of a deficiency judg- 
ment, which is obtainable under these sec- 
tions, is confined to the amount by which the 
judgment of foreclosure, including interest, 
costs and disbursements, exceeds the fair and 
reasonable market value of the premises as 
determined by the Court, or the sale price 
of the property, whichever is higher. The 
Court has held that this section of the law 
is not retroactive, and where judgment has 
been entered in a foreclosure action and the 
sale has taken place prior to enactment of 
the law, the new section does not apply. 
(R. R, Co-operative Building and Loan As- 
sociation vs. Boston Building Estates, Inc., 
New York Law Journal, Nov. 6, 1933.) 


It is important for the trustee to deter- 
mine whether the status of the investment is 
such that, when he reaches the point in fore- 
closure proceedings of bidding in the prop- 
erty and taking title, the amount of the 
mortgage indebtedness may be _ eredited 
against the amount of the bid, thus avoid- 
ing the necessity of paying the amount of 
the bid in cash. This problem will not arise 
if the trustee holds the full mortgage in its 
own name as trustee, institutes the action 
and bids in the property as trustee. If, on 
the other hand, while the trustee has pur- 
chased the entire guaranteed mortgage, it 
has been left with the guarantee company 
who has issued its certificates to the trus- 
tee as trustee of various trusts aggregating 
the full amount of the mortgage, care must 
be exercised that the mortgage be assigned 
in such manner and the foreclosure be so 
conducted that when the time is reached 
for title to be taken, pursuant to the fore- 
closure sale, the trustee will not be faced 





TRUST COMPANIES 


with the necessity of paying the amount of 
the bid in cash. 


Mortgage Participation Certificates 

It has been suggested that the amendments 
to Sections 119 and 120 of the Real Property 
Law (Chapter 729, Laws of 1933) is of 
some assistance in solving this problem, but 
it is submitted that these amendments are 
designed primarily for and their construction 
will be held to apply to situations where a 
bank or trust company is acting as trustee 
of a mortgage against which bonds or other 
obligations have been issued to the general 
public. 

One phase of the 
is somewhat assisted by the amendments 
made during the 1933 Session of the New 
York State Legislature to Section 21 of the 
Personal Property Law (Chapter 784, Laws 
of 1983), and to Section 111 of the Dece- 
dent Estate Law (Chapter 779, Laws of 
1933). Under these amendments where a 
trustee has invested in a share or part of a 
bond and mortgage, and the mortgage is 
foreclosed, and the property is purchased by 
or on behalf of such trustee, the trustee may 
convey or cause to be conveyed the undi- 
vided interest in the property corresponding 
to its share of the mortgage to a corpora- 
tion formed or to be formed for the pur- 
pose of acquiring the property in exchange 
for a proportionate part of the capital stock 
of the corporation, provided the other per- 
sons on whose behalf such property has been 
purchased at the foreclosure sale, shall ex- 
change their undivided interests in the prop- 
erty for a proportionate part of the capital 
stock of the corporation. 

While these amendments may be sufficient 
to perpetuate the legality of the trustee’s 
investment and to facilitate the operation 
and disposition of the real estate so acquired, 
it is not difficult to foresee that the trustee 
may be maneuvered into many embarras- 
sing and dangerous situations, if a majority 
of the stockholders of such corporation hap- 
pen to be persons unhampered by the limi- 
tations and restrictions under which a trus- 
tee acts. 


trustee’s problem 


Administrative Questions After Foreclosure 


If the trustee forecloses and takes over 
the property on the foreclosure sale, he is 
faced with several questions of practical ad- 
ministration. Should a reserve for depre- 
ciation be set up, and if so, what portion of 
the annual income from rents should be 
placed in such a reserve? Is the life tenant 
entitled to all the net rents received from 
the property while it is in the hands of the 
trustee? Is the amount payable to the life 
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tenant during the period while the trustee 
holds title to the property affected in any 

way by the amount of interest which the 
life tenant was receiving on the mortgage 
investment? If the net rents received from 
the property exceed the current rate of in- 
terest on trust investments, should the life 
tenant nevertheless be entitled to the full 
net rents? If the property is bid in on the 
foreclosure sale at an amount less than the 
mortgage investment, does this constitute a 
loss? At what figure should the property be 
carried on the trustee’s books? Pending the 
eventual disposition of the property, should 
the trustee retain in his possession all net 
income received for appropriate allocation 
as between principal and income when the 
property shall have been sold? If title to 
the property is taken in the name of a 
dummy corporation, and such corporation 
receives net rents from the property, should 
it declare dividends on its stock to the ex- 
tent of such net rents, and is the life ten-. 
ant entitled to all of such dividends? Is the 
trustee justified in placing title in a cor 

poration and thereby subjecting the trust 
indirectly to the payment of corporate in- 
come taxes? 

These questions and many others which 
may be expected to arise are not easy of so- 
lution. It is reasonably clear, however, that 
the trustee does not sustain a loss merely by 
the fact that he may bid in the property at 
an amount which is less than the amount of 
the mortgage. While a mortgage foreclosure 
sale is a public sale, and the price realized 
thereon theoretically should represent or 
indicate the true market value of the 
property, it is a matter of common knowl- 
edge that during the past few years there 
has been no competitive bidding on foreclo- 
sure sales, and it frequently happens that 
on the foreclosure of a substantial mortgage 
of, say a half million dollars, the plaintiff 
will be the only bidder, and will take the 
property on a nominal bid of, say, $50,000. 
In no true sense can it be said, under such 
circumstances, that the trustee has sustained 
a loss of $450,000, plus the foreclosure ex- 
penses. 

As to the tax problems which may arise 
if the property is placed in a corporation. 
it may be said that the trustee would be 
justified in resorting to the use of a corpora- 
tion, and thus probably burdening the trust 
with additional taxes, only if no other prac- 
ticable solution to the problem is available. 

There is considerable doubt as to the pro- 
priety of the trustee paying out to the life 
tenant all of the net income which the 
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property produces, but decisions are far from 
uniform on this point. The trustee will be 
in an unfortunate position if he pays out to 
the life tenant more than his proper share 
of income. On the other hand, it is ques- 
tionable if the trustee would be justified in 
stopping income payments entirely. 


Allocation Between Principal and Income 

The weight of authority appears to be 
that no final allocation between principal 
and income can be made until the property 
is sold, at which time a computation should 
be made substantially in the following man- 
ner: The total amount of principal locked 
up in the property should be computed. This 
includes the original amount of the mort- 
gage, expenses of foreclosure, and carrying 
charges, less the aggregate rents received 
from the property. The trustee should also 
compute the income locked up in the prop- 
erty which includes the interest due on the 
mortgage, but unpaid, to the date of ac- 
quiring title, plus the income withheld from 
the life tenant during the ownership of the 
property. This income should be computed 
at the prevailing rate of interest on trust 
investments on the basis of a principal in- 
vestment in the amount of the mortgage. 

The remainderman is entitled to that por- 
tion of the net proceeds of sales represented 
by the fraction whose numerator is the total 
amount of principal invested in the property, 
and whose denominator is the total amount 
of principal and income invested in the 
property. The life tenant is entitled to the 
balance of the sale price, or to put it an- 
other way, to that portion of the sale price 
represented by a fraction whose numerator 
is the amount of income invested in the prop- 
erty, and whose denominator is the amount 
of principal and income invested in the 
property. 

The trustee cannot, of course, estimate in 
advance the amount which he will receive 
from the property on its sale, but he finds 
himself faced with the necessity of doing 
something to comply with the demands of 
the life tenant that all income cannot be 
withheld. It is suggested that, under the cir- 
cumstances, the practical course for the trus- 
tee is to estimate as nearly as possible what 
he may hope to derive from the sale of the 
property, and, leaving a sufficient margin of 
safety, make payments to the life tenant on 
account of income during the interim. 


Individual Solution for Each Mortgage 
Problem 
It is not within the scope of this paper to 
present a complete analysis of the many 
problems which the trustee holding guaran- 
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teed mortgages may expect to encounter. It 
is the purpose of the foregoing outline mere- 
ly to demonstrate the dangers which lie 
ahead of the trustee who endeavors to solve 
his problems by adopting a policy and to 
indicate some of the difficulties which he 
may meet, when he embarks upon a fore- 
closure proceeding and takes over the mort- 
gaged premises. 

A fair conclusion to draw from the fore- 
going is that the trutee should consider all 
of the elements and factors in each particu- 
lar case, such as the type, location, and 
physical condition of the property, the 
amount of arrears of interest and taxes, the 
responsibility of the owner and his willing- 
ness to make some adjustment for arrears, 
the advisability of reducing the interest and 
modifying arrangements for amortization, in 
order to safeguard and insure the payment 
of principal, and the collection of some in- 
terest, even at a lower rate. Each case must 
be tested on its own facts and no general 
policy of any kind can safely be adopted. 

As to the choice between holding the guar- 
antee companies to their contracts, or re- 
leasing the guarantees and foreclosing the 
mortgage, some trustees may feel that they 
would “rather bear those ills we have, than 
fly to others that we know not of.” But a 
quotation from the classics will be of little 
use when the trustee is called upon to jus- 
tify his action or non-action before the trib- 
unal which settles his account. 

° 
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CLOSED BANKS TO RAISE CASH WITH 
HOME OWNERS’ LOAN BONDS 

Charles F. Cotter, Massachusetts manager 
of the Home Owners’ Loan Corporation, an- 
nounces that steps are to be taken at once 
for the examination of nearly eight million 
dollars of home mortgages now held by 
closed Massachusetts state banks for trans- 
fer to the Home Owners’ Loan Corporation. 

Under the arrangements being made, the 
closed institutions are to take bonds from the 
corporation in exchange for mortgages and 
then to borrow cash on these from the Re- 
construction Finance Corporation. This will 
place additional cash for distribution to 
some 300,000 depositors. Nearly 2,000 home 
owners. in various parts of the state, will 
obtain mortgage relief. 


LYON JOINS H. F. STRONG CORP. 

H. A. Lyon, advertising manager for Bank- 
ers Trust Company, has resigned to become 
vice-president of Harold F. Strong Corpora- 
tion. Mr. Lyon is a past president of the 


Financial Advertisers Association. 
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It’s Our Job to Manage 
Estates and Trusts 


CITY BANK FARMERS TRUST 
COMPANY, America’s oldest trust 
company, whose charter marked 
the inception of corporate trustee- 
ship in this country, is today a 
trust company exclusively. It does 
no commercial banking business 
... sells no securities. Its entire 
personnel is dedicated to a single 
purpose — the care and manage- 


ment of the property of its clients. 


CITY BANK FARMERS TRUST COMPANY 


Chartered 1822 


22 William Street—New York 
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INCOME TAX 
FIGURES 

INSTANTLY 
AVAILABLE 
UNDER THIS 


This folder, which Burroughs 
offers to trust officers, describes 
and illustrates how simply tax 
information can be obtained for 
trust accounts without special 
analyses of the income cash 
account... how the work of 
preparing fiduciary returns and 
furnishing tax figures to benefi- 
ciaries can be greatly reduced. 
This method substantially reduces 
the customary peak load of fig- 


uring at income tax time. 


Why not investigate now so that 


you can start 1934 with this new 


Com “plete 


‘a in! 


wt RECORDS 
ST ACCOr NTS 


It takes only 

afew minutes to read 

this folder. The contents will 

interest and benefit any trust officer. 

plan? Fill in and mail the coupon, 
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direct to your desk. 
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INFLATION AND STABILIZATION 


NEED OF A PROMPT RETURN TO A GOLD STANDARD 


EDWIN WALTER KEMMERER 
Walker Professor of International Finance, Princeton University 


ORMALLY and strictly speaking, infla- 

tion is not a necessary part of the pro- 

gram of the National Recovery Admin- 
istration. In practice, inflation has become 
interwoven with this program and is part of 
it in the opinion of a large part of the pub- 
lic. As a matter of politics, 1 doubt very 
much if the N. R. A. program in its present 
form can be carried through without a con- 
siderable amount of inflation, although I be- 
lieve that the best elements in that program 
could be made effective without further in- 
flation. 

The word “inflation,” like all general eco- 
nomic terms, has a variety of meanings, and, 
to avoid confusion, it will be wise at the be- 
ginning for me to state the meaning in which 
I am using it. Inflation, I would say, exists 
in any country whenever the supply of money 
and of circulating bank credit, i.e., “deposit 
currency,” increases relatively to the demand 
in such a way as to cause a rise in the price 
level. The supply of money and of deposit 
currency must always be interpreted in terms 
of their respective velocities of circulation. 
Over 90 per cent of our business is performed 
by means of bank deposits circulating 
through bank checks. A doubling, for exam- 
ple, of the average rate at which these de- 
posits circulate would be equivalent in its 
influence upon frices to a doubling of the 
deposits with velocities remaining unchanged. 
Inflation, therefore, is a relative term. The 
physical volume of goods and services to be 
exchanged represents the demand for money 
and deposit currency. 


Extent of Present-Day Inflation 


The inflation we have so far had in the 
United States has been due chiefly to the 
facts, that the demand for money and de- 
posit currency has fallen off greatly through 
the decline in the physical volume of busi- 
ness, while the supply of money has been 
maintained at a level higher than that of the 
boom times preceding the depression, and 
that the supply of deposit currency has been 
kept relatively high through the extensive 


open-market purchases of government securi- 
ties by the Federal Reserve banks. 

Comparing the situation today, for exam- 
ple, with that of the pre-depression year 1926, 
we find that the physical volume of business 
being transacted in the country is somewhere 
in the neighborhood of 70 per cent of what 
it was in 1926; while the average price level 
at which this business is being transacted is 
in the neighborhood of 75 per cent of what it 
was in that year. To conduct this business 
we would, therefore, be expected to have 
slightly over 50 per cent as much money and 
deposit currency as we had in that year. We 
actually have about 16 per cent more money 
in circulation than we had at that time, and 
our bank deposits subject to check are some- 
thing like three fourths as large as they 
were then. This situation would naturally 
spell inflation and would be expected to 
have brought about a substantial rise in 

Other evidences of a relatively large sup- 
ply of money and of circulating credit press- 
ing on the market are the facts that the 
banks of the country are carrying enormous 
excess reserves—over 850 million dollars at 
the present time, which is by far the largest 
in our history—that they are borrowing prac- 
tically nothing from the Federal Reserve 
banks, although they have enormous amounts 
of paper eligible for use in borrowing, and 
the facts that the cash reserves of the Fed- 
eral Reserve banks are high and that interest 
rates on short-time obligations have been re- 
duced almost to the vanishing point. 


Prices 

What has been the effect of all this upon 
prices? Although the value of gold, as ex- 
pressed in its purchasing power in the free 
markets of gold standard countries, has re- 
mained practically unchanged since last Feb- 
ruary, the price of gold expressed in terms 
of the American paper dollar has risen over 
50 per cent since that time, registering a de- 
preciation of over 33 1-3 per cent in the value 
of our American paper dollar. Prices in the 
United States, however, have by no means 
advanced sufficiently to register this depre- 
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ciation of 331-3 per cent in dollars’ gold 
value. As always in such cases, price ad- 
vances occur with varying degrees of lag for 
different kinds of commodities and services, 
and it is only after considerable periods of 
time that the slack is actually taken up. 
Since February common stocks in the United 
States have advanced about 67 per cent; 
wholesale prices 18 per cent; farm products 
about 40 per cent; and the cost of living 
about 8 per cent. 


Price Advances Restrained by Lack of 
Confidence in Business Prospects 

One of the reasons why this response of 
prices to the inflationary process has been so 
slow is the fact, that the confidence of the 
business public has been held down by much 
extremely radical legislation in Washington, 
such as the greenback, silver and gold de- 
basement provisions of the Farm Relief Act, 
many of the provisions of the Securities Act 
and the bank deposit guaranty provisions of 
the Banking Act. With measures of this 
kind on the statute books and with all sorts 
of other half-baked radical measures threat- 
ening, it is only natural that our business 
and financial leaders, upon whose initiative 
we must depend for recovery, are afraid to 
go ahead. This lack of confidence is express- 
ing itself in very low rates of circulation of 
our bank deposits. When we note that the 
average rate of circulation of the bank de- 
posits of our leading cities is only about 55 
per cent today of what it was in 1926 and 
that in New York City it is only slightly over 
two-fifths as high as in 1926, we see one im- 
portant reason why the relative expansion 
in the volumes of our money and deposit 
currency, which we have already had, has 
not resulted in a greater advance in our 
commodity prices. 

For some time we have been injecting into 
our body economic the artificial stimulant of 
inflation and we are pumping more and more 
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of this habit-forming drug into the body 
every day. The body has shown a remark- 
able resistance and so far the dosing has 
stimulated it only mildly, except in a few 
very sensitive parts of the organism, 


Danger of a “Flight from the Dollar’’ 

Confidence in business has continued to be 
low, although there has been some recovery 
since last spring, with a recent reaction. 
Despite our inflationary measures and our 
governmentally stimulated prosperity, our in- 
dustrial production is no nearer the pre-de- 
pression level than that of a number of other 
countries, including gold standard countries 
like France and Belgium. The public’s con- 
fidence in the currency, moreover, has been 
surprisingly well maintained, in the face of 
actual inflation and increasing threats of 
further inflation. The great danger now is, 
that the public may become increasingly fear- 
ful of a rapid depreciation of the dollar, as 
a result of the inflationary forces now at 
work, and that there may be a strong “flight 
from the dollar” of the type that has oce- 
curred in so many other countries after in- 
flationary forces had gained considerable mo- 
mentum. If this should take place, the veloc- 
ities at which our money and bank deposits 
circulate, instead of being subnormal as they 
are at the present time, might be increased 
many fold. In that case, the inflation drug 
would become effective with a vengeance. 
The more of the stimulant the patient re- 
ceived, the more he would demand, and the 
discontinuance of the drug would be exceed- 
ingly painful both for the patient and for the 
doctor. 
Prompt Stabilization at About 66 2/3 Cents 

Gold Recommended 

In my judgment, the only safe way to meet 
this situation and to eliminate the danger 
of a serious inflation is for the Government 
at once to commit itself to an early return 
to the gold standard. Probably a rate of 
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stabilization equal to about 662-3 cents of 
our present gold dollar would be the wisest 
policy under the circumstances. This gold 
valuation in due time would probably result 
in an advance of prices at least to the level 
of 1926, and thereby give to the debtor 
classes the relief which the Administration 
has been advocating. The giving up of the 
gold standard last spring was unnecessary 
and, in my judgment, was a great mistake, 
but now that Humpty Dumpty has fallen off 
the wall, all the King’s horses and all the 
King’s men can’t put him together again. 
A deflation back to the previous gold parity 
now unfortunately would be politically im- 
possible. 

The best that can be done is to stabilize 
and stabilize promptly at approximately the 
existing gold value of the dollar. If this 
were done, the gold now held by the Govern- 
ment and the Federal Reserve banks, 
amounting to nearly four billion dollars, 
would become nearly six billion dollars of the 
new money, and this profit would go to the 
Government. The gold representing this 
profit should be left where it is, and the 
profit used by the Government toward liquid- 
ating (by payment, purchase or otherwise) 
its indebtedness to the Federal Reserve 


banks, as represented by the more than two 
billion dollars of government securities 
owned by these banks. Foreign credits in 
the United States are not such as to make 
possible any appreciable drain of gold from 
the United States on foreign account. 

This plan would, in fact, attract back to 
the United States much capital that has al- 
ready fled to avoid loss from inflation. Our 
gold reserves under this plan would be enor- 
mous and the confidence the plan would in- 
spire in the public would be such as to pre- 
vent any considerable drain of gold at home. 
If such a plan could be adopted, in coopera- 
tion with Great Britain and some other for- 
eign countries, it would be all the better. At 
any rate, now is the time for prompt and 
vigorous action for a return to the gold 
standard and, unless such action is taken, 
there is serious danger that our so-called 
“controlled inflation” will get out of control, 
with results that will be very unfortunate. 


1934 A. B. A. CONVENTION 
The invitation of the Washington, D. C.. 
bankers extended to the American Bankers 
Association to hold its 1934 convention in 
that city has been accepted and the dates 
fixed as October 22nd to 25th. 
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Provident Trust Company was established 
in 1865 as The Provident Life and Trust 
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Its services in the administration of estates 
and trusts have been used by three genera- 
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PREPARATION OF COURT ACCOUNTS BY A FIDUCIARY 


DESIRABLE PRACTICE AND PROCEDURE 


CHESTER J. DODGE 
Auditor of Accounts, Surrogates Court, New York County; Associate Professor at St. John’s University, 


and Member of the New York Bar 





(Epiror’s Note: The purpose of the following article by Mr. Dodge is to simplify 
procedure in accountings by fiduciaries both through correlating their practice with that 
necessary in court accounting and by precautions in drafting of instruments by counsel. 
This is especially important in periods of widely fluctuating market values, as delay in 
setting up trusts or making distribution of bequests may have considerable effect on the 
relative values as between preliminary and residuary trusts and estates. Mr. Dodge is the 
author of the recent excellent book on Estate Administration and Accounting.) 


HE account of a fiduciary is a picture 
of its administration of the estate. The 
fiduciary who exercises care and pains- 
taking in preparing an account will be re- 
warded by fewer objections which may other- 
wise be greater in number due to a faulty 
account. This condition is certain to ex- 
pedite the settlement of the estate, and the 
discharge of the fiduciary. Were the fidu- 
ciary to visualize what takes place on the 
settlement of an account, it would endeavor 
to show a clear picture of its administration. 
The accountant, in preparing the account, 
should have it conform as nearly as possible 
to the form of account issued by the court. 
In many instances the court form will not 
meet the needs of the particular estate, in 
which case amplifications will be necessary. 
The general scheme of arrangement of re- 
ceipts and disbursements contained in the 
court form will be of aid to the accountant 
in the preparation of the account. 


Inventory 

The schedules should be arranged in such 
order as to account for the inventory of the 
estate first. In the preparation of the first 
court accounting, the accountant would do 
well to have a copy of the tax proceeding 
before him, as the inventory schedule of the 
executor’s or administrator’s account should 
conform to the inventory in the tax pro- 
ceeding. Any discrepancy between these 
schedules should be explained. As the first 
executor’s or administrator’s account should 
tie up with the estate tax proceedings, so 
should subsequent or intermediate accounts 
of executors or trustees tie up with prior 
accounts which have been judicially settled. 





Income . 
The income or yield on the inventory or 
principal of the estate may well be next 
scheduled. Thus inventory or principal of 
the estate may be shown in Schedule A and 
the income or yield under Schedule A-1. 
Where income is so scheduled, a rapid audit 
of the income collected may be made by ref- 
erence to Schedule A; such an arrangement 
also permits of an approximate yield in the 
estate. In accounting for the income col- 
lected, it is not required that it be shown in 
chronological order, Time may be saved by 
listing income collected, by designating the 
asset on which the income is collected, speci- 
fying the interest or dividend rate and the 
period of payment, then typing the dates the 
income was collected and extending one to- 
tal figure in the accounting column, which 
indicates the entire income on that particu- 
lar asset. 


Increases and Decreases 

The next schedule which should appear in 
the account is that which reflects the in- 
creases or decreases on the sale or distribu- 
tion of assets contained in the inventory or 
principal schedule, or investment schedule. 
The fiduciary may avoid delay in settling the 
account if it takes present values on securi- 
ties when it turns them over to legatees or 
trustees. In some instances the fiduciary re- 
ports losses in this schedule only where the 
asset has been sold for cash. This method 
of accounting is incorrect. The accountant 
should show the date of delivery to the lega- 
tee and the market value of the securities as 
of the delivery date. Where the property 
delivered in kind has no market quotation, a 
fair and reasonable value should be taken as 
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of the time of delivery and not the inventory 
value, unless that is the fair value. Should 
the accountant fail to take murket values on 
delivery of property, he will be required to 
amend his account indicating values at de- 
livery. 
Payments 

The remainder of the accounting schedules 

should record the disbursements in separate 


schedules and in the following order: Fu- 
neral and administration expenses; Debts; 
-ayments to legatees. 

Regarding attorney’s fees, full credit 
should be taken under the schedule of ad- 


ministration expenses, as attorney’s fees are 
not permitted to be paid on the settlement 
of the estate unless the petitioners have spe- 
cifically prayed for this relief. Were addi- 
tional attorney’s fees allowed on the settle- 
ment of the account, the residuary legatee 
would have no knowledge of additional pay- 
ments of attorney’s fees, unless notice of an 
application for attorney’s fees was given. 


Summary Statements 

The summary statement of the account is 
a complete resumé of the administration of 
the estate by the fiduciary. It shows, in to- 
tals, the property the fiduciary originally re- 
ceived on assuming office, the increases and 
the yield on the same. The decrease on prop- 
erty during the administration and payments 
of expenses, debts and legacies, form the 
credit side of the summary statement. The 
difference between the charges and credits is 
the balance remaining on hand at the prep- 
aration of the account. There should be a 
schedule of this property in the account. The 
cash on hand should be ample to meet all 
expenses incidental to the accounting. The 
summary statement may, in addition to re- 
ferring to the lettered schedules, have a short 
description of the schedule next to the let- 
ter of the schedule. Where the estate is in 
trust, items of principal and income should 
be separately stated and summarized. The 
summary statement of the account should al- 
ways precede the accounting schedules. 


Investments 

The remaining schedules of the account are 
informative schedules and do not appear in 
the summary statement. This, however, does 
not mean that the schedules are of no im- 
portance in the account. A well drawn ac- 
count will have scheduled the investments 
made during the administration of the estate, 
and exchanges of assets which took place 
during administration where the estate is 
held in trust. 
terially in checking the 


Such a schedule will aid ma- 
property 


received 
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with that remaining on hand. This schedule 
assists in determining the cash position and 
the present status of the estate. 


Cash Account 

While none of the court forms require a 
transcript of the cash account, such an ac- 
count should be prepared by the fiduciary to 
determine the accuracy of the account. It 
would require little effort to have a copy of 
this cash account, known as a cash tie-up, 
scheduled in the informative part of the ac- 
count. Such account would consist of the 
cash at death and accruals shown under 
Schedule A, plus cash proceeds received on 
sale or realization of assets as recorded in 
the sales schedule. To this may be added 
the income accounted for under Schedule A-1. 
The total of these schedules equals the cash 
received by the fiduciary during its adminis- 
tration.’The credits to this account are the 
cash principal disbursement made on account 
of expenses, debts, legacies and investments 
To these may be added the following dis- 
bursements: expenses charged to income, in- 
terests on indebtedness, payments to benefi- 
ciaries and accrual of interest on investments 
made during administration. The total of 
cash disbursements deducted from cash re- 
ceipts gives the cash balance of principal 
and income remaining on hand at the end 
of the period of administration, which bal- 
ance should be tied in with the schedule of 
property remaining on hand. Cash _ princi- 
pal and cash income may be separately ac- 
counted for where it tends to simplify the 
fiduciary’s account. Any person interested 
in the estate could readily retrace financial 
transaction where an account is so scheduled. 

Commissions 

A computation of commissions claimed by 
the fiduciary should be included in the ac- 
count. Some of the courts in the various 
counties require a schedule showing such 
computation, while others do not. The sched- 
ule showing the computation of commissions 
will enable the residuary legatee to approxi- 
mate the amount due him by deducting the 
total commission claimed from the property 
remaining on hand. There is little doubt 
that each fiduciary is well acquainted with 
the law determining commissions, to which 
it may be entitled. The zeal of the account- 
ant may operate to the detriment of the fidu- 
ciary in asking commissions on items to 
which it is in no way entitled. 

Possibly the most common request for com- 
missions, which is denied in New York 
courts, is that of an executor requesting com- 
missions upon real property which has not 


been sold. The elimination of the distinction 
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between realty and personalty has in no way 
affected the law on commissions, which is 
that an executor or administrator is not en- 
titled to commissions on real property unless 
the same is actually sold during the adminis- 
tration of the estate. (Matter of Bartels, 147 
Mise. 619.) 

Where commissions are improperly claimed, 
the final award of commissions will be less 
than the amount claimed under the schedule 
in the account. Consequently, any person 
interested in the estate who has read the 
computation of commissions, and attempted 
to compute the balance to be paid upon the 
settlement of the estate, will receive funds 
in excess of those originally computed, due 
to the disallowances of commissions, Un- 
doubtedly, this should cause the legatee to 
inquire as to the difference between his com- 
putation and the amounts actually paid him 
upon the final settlement. It may be diffi- 
cult and perhaps embarrassing to the fidu- 
ciary to explain this discrepancy. Where 
doubtful claims for commissions are made, 
the fiduciary is usually required to prepare 
a memorandum of law, which is submitted to 
the court at the time the account is being 
settled. The Surrogate is required to exam- 
ine the memorandum and to render a deci- 
sion regarding the matter of commissions. 
This procedure takes the settlement of the 
account out of its ordinary course, thus re- 
quiring additional time to settle the estate. 

Commission on principal are only allowed 
by the Surrogate on the settlement of an ac- 
count, unless all of the persons interested in 
the estate are adults and competent, and con- 
sent in writing to the prior payment of com- 
missions. 


Tax Allocation 

The fiduciary should keep in mind that 
the taxes assessed against the estate of a 
New York decedent under the New York Es- 
tate Tax Law and those under the Federal 
Estate Tax Law, are subject to allocation 
among the various legatees and devisees in 
proportion to the amount they receive from 
the estate as compared to the entire dis- 
tributable estate, unless the will provides 
otherwise. This allocation should be shown 
in a separate schedule. Payment of the 
taxes may be shown under the schedule of 
funeral and administration expenses sub- 
ject to subsequent adjustment. 

In prorating these taxes, the legatees 
should contribute to the tax payment in pro- 
portion to what they actually receive from 
the estate. A legatee under a tax proceeding 
may be entitled to receive a certain amount 
but when actual payment is made on the ex- 
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ecutor’s accounting, the amount may differ 
vastly from that stated in the tax proceed- 
ing. As the tax proration is based upon what 
is actually received, an increase or decrease 
in the estate will result in a residuary lega- 
tee receiving a greater or a lesser sum in ac- 
cordance with the market fluctuation affect- 
ing the assets held in the estate. Where the 
residuary legatee receives less on the execu- 
tor’s accounting than the amount stated in 
the tax proceeding, the tax on the residuary 
legatee should be lessened or decreased. Rel- 
atively speaking, the residuary legatee re- 
ceives less as the estate decreases, compared 
with what the general legatee is entitled to 
receive. In other words, the general legatee 
being entitled to a fixed amount, while the 
residuary legatee suffers from market de- 
preciations, the latter is entitled to have the 
tax shifted from the residuary estate to the 
general legatees in proportion to the decrease 
on the residuary estate. _This results in an 
equitable distribution of the tax, which is 
the intent of Section 124 of the New York 
Decedent Estate Law. 

In prorating estate taxes, the accountant 
may be required to allocate the tax on prop- 
erty which does not come into the hands of 
the fiduciary. Thus insurance, though not 
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payable to the executor or administrator of 
the estate, may in certain cases be subject 
to a tax. The general rule is, whoever re- 
ceives property subject to a tax, is required 
to contribute in the payment of this tax. 

Where specific legacies are subject to a 
tax in an estate, the writer is of the opinion 
that the value of the assets as determined 
in the tax proceeding is the only figure that 
may be used as a basis in the proration of 
the tax against the specific legatee. Though 
the value of the specific legacy may be re- 
duced during the period of administration 
the legatee should bear a portion of the tax 
based on the value of the specific legacy as 
determined in the tax proceeding. The rea- 
son for this is that the title to a specific 
legacy is in the legatee rather than in the 
executor. The executor merely has a pos- 
sessory right regarding this asset. Should 
the estate become insolvent the executor is 
then permitted to sell the specific property 
to make payment to creditors and remit any 
balance remaining on the same to the spe- 
cific legatee. 

Estate taxes paid to foreign states are 
treated as administrative expenses, unless 
the law of the foreign state provides for the 
distribution of the taxes among the various 
legatees and devisees. 

It will be most helpful to the court to have 
each schedule letter and page number ap- 
pear at the bottom of the schedule as well 
as at the top. In long and involved account- 
ings it is sometimes difficult to find a sched- 
ule to which reference is desired. If the 
letter of the schedule and the page number 
are given at the foot of the schedule, the 
desired schedule may be obtained more 
quickly. 

Instructions Requested 

Instructions are in some instances desired 
by the fiduciary on an accounting. Where 
the point involved is well established by law, 
the fiduciary should set up in the account the 
proposed manner of handling the transaction, 
rather than request instruction of the Sur- 
rogate. Thus on a question of a stock divi- 
dend where the law has been established for 
years, the court should not be petitioned 
for instruction as to the distribution of 
such dividend. The accountant may set 
up the proposed distribution in the account 
according to law and if no opposition is 
raised to the proposed distribution, provi- 
sions may be contained in the decree effect- 
ing distribution in accordance with the man- 
ner indicated in the account. Where instruc- 
tions are requested or a construction of the 
will is desired, a memorandum of law should 












be submitted to the Surrogate; then a deci- 
sion is rendered on the point involved. Delay 
may be avoided by the fiduciary on the set- 
tlement of the estate and the distribution to 
the parties entitled thereto by the fiduciary 
taking a definite stand and obtaining ap- 
proval by the court as to the matter involved. 
If a novel point arises during the adminis- 
tration of the estate or a matter comes up 
for construction on some new or uncertain 
point of law, certainly instructions should be 
required of the Court in such an instance. 


Problems of Administration 

Among the many problems which have 
concerned fiduciaries during the past few 
years, the important ones are: the payment 
of legacies; setting up of trust funds; when 
interest shall start to run; the rate of in- 
terest and distribution in kind, Where the 
fiduciary has set up a trust fund promptly 
after death, disputes will be eliminated as 
to the property that may pass to a prelim- 
inary trust or a residuary trust. Where funds 
have been allocated to the various trusts 
during the administration of the estate, 
whatever gain or loss accrues on the securi- 
ties so set aside, is properly charged or cred- 
ited to the particular trust. If delay occurs 
in setting up the trust fund and great depre- 
ciation takes place on the securities held in 
the estate, it is quite possible that the resid- 
uary trusts may be entirely wiped out or, 
in any event, greatly reduced where they are 
set up a long time after the decedent has 
died. However, if the securities are prompt- 
ly allocated soon after the executor has qual- 
ified and the funds set up, any loss that 
arises through depreciation will not fall on 
the residuary estate completely. Such loss 
will be borne by the various trusts, which 
result seems to be quite equitable. 


Funds Held in Solido 

Where securities are allocated to various 
trusts, the persons interested in the distribu- 
tion of the estate as legatees, beneficiaries or 
remaindermen should consent to the separa- 
tion and allocation of funds to the various 
trusts. Situations may arise where it may 
be quite difficult to allocate specific securi- 
ties to various trusts. For instance, where 
the testator leaves real property of great 
value and little personalty and at the same 
time creates several trusts, it might be im- 
possible to place in trust any particular prop- 
erty for a designated trust. It is quite pos- 
sible that the funds may be held in solido. 
Assume that there are several life tenants 
under the will who are entitled to income on 
trusts which, when established, would yield 
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to a beneficiary $5,000 annually at the time 
of capitalization, a second trust to yield 
$10,000 annually at the time of capitalization 
and the residuary trust comprising the bal- 
ance of the estate. In order to determine the 
capital of the preliminary trusts applying 
this method, it is necessary to capitalize at 
an equitable rate, which may be taken at 5 
per cent. Five per cent divided into the yield 
of $5,000 will equal $100,000, the capital of 
the first trust; the second trust will be capi- 
talized at $200,000, and the balance of the 
property will go to make up the residuary 
trust. If the value of the trusts held in 
solido equals $800,000, then one-eighth of the 
property so held would constitute the trust 
to yield $5,000 when capitalized at $100,000. 
The trust of $200,000 would equal one-fourth 
of the assets held in solido. The balance 
constituting the residuary estate would have 
a value of $500,000 which would be equal to 
five-eighths of the fund held in solido. See 
Matter of Sidenberg, 147 Mise. 742. The 
yield on the trust funds may then be appor- 
tioned to the beneficiaries of the various 
trusts in the proportion that each trust bears 
to the entire trust funds held in solido. 
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Preliminary Trusts and Residuary Legatees 

Where preliminary trusts are delayed in 
being established at the instance of the resid- 
uary legatees, it seems only fair that they 
should be the ones to suffer any loss occa- 
sioned by their demands. Thus, if the will 
creates a trust of $150,000, which is not set 
up for a considerable period due to the re- 
quest of the residuary legatees, they are in 
effect gambling with the estate assets. They 
seek a delay in establishing the trust with 
the hope that the $150,000 in securities re- 
quired to set up the trust will have a greater 
value at the time the trust is eventually set 


up. To express the thought in a different 
way, they believe that certain securities 


which have a value of $150,000 seven months 
or one year after the death of the testator 
will have a value of $200,000 at the time they 
desire to have the trust established. Thus 
the persons interested in the $150,000 trust 
would have $50,000 less in security value as- 
signed to their trust through the delay in 
setting up the same. This loss to the per- 
sons interested in the $150,000 trust fund 
would be the gain of the residuary legatees. 
On the other hand should the _ securities 


which had a value of $150,000 seven months 
or one year after death be worth only $100,- 
000 when the trust is established, the residu- 


ary estate would have to make up the $50,- 
000 deficit by having so much additional 
property allocated to the $150,000 trust as 
would equal the amount of decrease due to 
the delay in setting up the trust. In other 
words, the persons who caused the delay in 
setting up the trust are those who stand to 
benefit. They, therefore, should be the ones 
to suffer the loss. 


Interest on Legacies and Trust Funds 

Interest on general legacies commences to 
run seven months after letters have been is- 
sued (Hstate of Kathleen K. Donahue, N. Y. 
Law Journal, Oct. 25, 1933). While under 
the law the legatee may be entitled to inter- 
est at the legal rate, such allowance may be 
in the nature of a penalty. It is but fair to 
consider payment of interest to the legatee 
at the rate earned in the estate. Stipulation 
by the interested parties during the early 
stages of administration may result in limit- 
ing legatees to interest at the rate earned 
by the estate. While the computations of 
the average rate of return as required under 
the Matter of Benson, 96 N. Y. p. 499; Matter 
of Lord, 134 Mise. 198, aff'd 228 App. Div. 
771, are not necessary under Section 17-b of 
the Personal Property Law on residuary 
trusts, yet in order to give a legatee the rate 











of interest earned by the estate it is neces- 
sary to consider the income collected during 
the period of administration, increases, de- 
creases and disbursements. Where trust 
funds are involved interest runs from the 
date of death. Interest on the various funds 
may be allocated in the proportion that the 
capital of the various funds bears to the en- 
tire estate placed in trust. This will result 
in giving to the beneficiaries the proportion- 
ate share of the income earned by the estate 
which will be approximately the average rate 
earned during the period of administration. 

Cases have arisen in the past few years 
where the income of a fund remains con- 
stant but the principal, due to unsettled mar- 
ket conditions, fluctuates considerably. Thus 
where the income collected is constant yet 
the interest yield varies over the period of 
administration due to the fluctuating market 
value of the principal of the estate, as far 
as the life tenant is concerned, the income re- 
ceived is the same even though the income 
vield is different. However, where income is 
distributed on a proportionate basis, the ac- 
countant will not be concerned with the vari- 
ance of the rate of income. 

Where the payment of a legacy has been 
delayed, interest is allowed on the legacy. 
If a payment on account is made to the lega- 
tee the payment must be applied first to re- 
duce the interest due, and the balance ap- 
plied against the legacy, For example, 
should a legatee be entitled to a legacy of 
$10,000 and letters have been issued for one 
year and seven months and the rate of re- 
turn in the estate is 4 per cent per annum, 
the legatee being agreeable to take the rate 
of interest earned in the estate is entitled to 
an additional $400 representing interest for 
one year. Where the fiduciary made a pay- 
ment to the legatee of $2,000, it would be ap- 
plied as follows: $400 on account of interest, 
and $1,600 on account of the legacy, leaving 
$8,400 still due to the legatee. (Matter of 
Erving, 103 App. Div. 501 at 503.) 


Distribution and Decree Settling Account 
Where payments in kind are to be made, 
the fiduciary would do well to show these 
payments as far as possible in the account 
rather than carrying over to the decree on 
accounting distribution in kind. When the 
estate has been properly administered during 
the accounting period the account will re- 
flect such administration and shall be ap- 
proved unless some interested party may ob- 
ject to the account and the objection is sus- 
tained by the Surrogate. 
While in many cases it may be impossible 
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business has in times like these. Is 
there such a man in your business? 
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ening credit. 
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to bring the account down to the close of the 
period of administration, certain items of re- 
ceipts and disbursements which occur sub- 
sequent to the filing of the account and be- 
fore its settlement, may be shown by an af- 


fidavit amending the account to a certain 
date. From a legal standpoint, a supple- 


mental account requires a supplemental cita- 
tion. However, the affidavit amending the 
account will in most cases accomplish the 
purpose of a supplemental account and avoid 
the necessity of a supplemental citation. 

While the account is the picture of the ad- 
ministration of the estate by the fiduciary, 
the decree, which judicially settles the ac- 
count is the frame for the picture; and only 
that which is contained in the account may 
be embraced in the decree. 

A substantial compliance with the sug- 
gestions herein contained will have the two- 
fold effect of rendering the account intel- 
ligible to the persons interested in the estate 
and will at the same time facilitate the 


prompt and effective settlement of the ac- 
count and expedite the distribution to the 
legatees who after all are the persons whose 
interests are the special concern of the Sur- 
rogate, 


o, °, °, 
~~ a 
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RESOURCES 
Cash on Hand and’ Due from Other 
Banks . . . . $ 56,705,492.34 


United States Govern- 
ment Securities. . 48,169,594.51 $104,875,086.85 


Bonds otherthan U.S.Government . $ 5,248,633.67 
Stockin Federal Reserve Bank . . . 675,000.00 
Loansand Discounts. . . .. . 78,024,509 .94 
Overdrafts. . . . .. 3 11,878 .68 
Accrued Interest Dacatuuble~ Net a 615,947.20 
Customers’ Liability under Acceptances 8,028.72 
TOTAL RESOURCES . . . . . $189,459,085.06 


LIABILITIES 
Deposits — Commercial, Bank and 
Savings. . . . $147,527,675.17 


Public Depositssecured 
by pledge of U. S 
Government Bonds: 


Treasurer — State 


of Michigan . 5,302,468 .64 
U. S. Government 6,398,382 .34 
Miscellaneous. 200,996.76 


Other Public Deposits 4,073,873 .88 

TOTAL DEPOSITS . . . . .« $163,503,396.79 
Bills Payable and Rediscounts .. None 
Capital, Surplus and Undivided Profits 25,697,507 .88 


Reserve for Expenses and Dividends. 250,151.67 


Liability under Acceptances to furnish 
Dollar Exchange ..... . 8,028.72 


TOTAL LIABILITIES. . . . . $189,459,085.06 
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DOLLAR DEVALUATION AND ITS EFFECTS 


READJUSTMENTS WHICH MAY BE EXPECTED WITH 
RESTORATION OF GOLD STANDARD 


W. H. STEINER and OSCAR LASDON 


(Epiror’s Norte: 


Recent events which have brought a devaluation of the dollar have 


laid a basis for restoration, ultimately, of some form of the gold standard. As it seems 
increasingly apparent that the former gold parity of the dollar is beyond expectation, there 
arise many questions as to the effects of devaluation on finance, foreign trade, domestic 


prices and many investments. 


To these problems the authors contribute interesting studies. 


Professor Steiner is chairman of the Department of Economics in Brooklyn College, New York.) 


LOGICAL step prior 
aged currency” that present discus- 
sion contemplates, lies in the de- 
valuation of the dollar. While no accurate 
forecast can be made as to its exact date, 
it represents a logical sequence to the ad- 
ministration’s price raising program. Soon- 
er or later, devaluation is certain to occur 
and will bring with it a readjustment of our 
financial and business structure. Some of 
these readjustments will be immediate, oth 
ers will take place over a period of time. 
From a broad viewpoint, devaluation would 
merely be formal recognition of the present 
depreciated state of the dollar, as measured 
particularly in terms of foreign exchange. 
Such an act undoubtedly gives rise to many 
more problems than this simple definition 
would seem to indicate. 


to the “man- 


The Significance of Devaluation 


Devaluation would be significant in more 
ways than one. When it is realized that 
such an act would lay the foundation for 
the restoration of the gold standard among 
the nations of the world, its importance cau 
be appreciated. It would stimulate interna- 
tional trade and hasten the return of normal 
conditions in the international capital mar- 
kets. This, in turn, would greatly assist in 
bringing about a worldwide recovery in busi- 
ness. Under present conditions, one cannot 
exaggerate the importance of fixed rates of 
exchange and what they imply; of the cessa- 
tion of capital’s mad flight from one finan- 
cial center to another, seeking safety. A re- 
turn to normalcy would then be more than a 
possibility, it would be a probability. Of 
course, while devaluation would be one fac- 
tor aiding international business recovery, 
the latter must ultimately be based on some- 


thing more fundamental—the return to the 
old and tested theories of international trade 
and the setting aside of present day doc- 
trines of economic self-sufficiency. 
Devaluation would also tend to cnaitiliie 
whatever trade advantages have been gained 
through our policy of dollar depreciation. 
While the object of our monetary policy has 
been the raising of the price level rather 
than the winning of foreign markets from 


other competing nations, the latter tendency 


has been evident. Because of this, the inter- 
national debt situation has become even more 
complicated. The United States is already a 
large creditor nation and in view of this 
country’s reluctance to lend abroad, the pro»- 
lem is a serious one. For this very reason, 
it has been maintained that a settlement of 
international debts must precede any attempt 
at devaluation. 

The revival of investment markets would 
also be likely. Talk of currency inflation and 
violent fluctuations in foreign exchange have 
provided a poor background for the bond 
market. It seems logical to believe that what- 
ever currency experiments may be attempted 
will be consummated before devaluation. 
After devaluation, the last barrier of uncer- 
tainty will be removed and the huge sur- 
pluses of liquid funds held by banks, insur- 
ance companies and other institutional in- 
vestors will again seek investment outlets. 

It is probable that a portion of these funds 
will again find an outlet in the foreign chan- 
nels in which they formerly flowed. There 
is no doubt that such a development would 
be advantageous. From a long range point of 
view, such investment would be necessary to 
sustain our export trade in the absence of 
our willingness to receive imports of com- 
modities. 
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Balances Held Abroad 


In addition, a recall of American balances, 
held abroad to avoid currency depreciation, 
would immediately be in order. Once de- 
valuation has actually been accomplished, 
these deposits and other foreign funds would 
flow back to our shores. They would further 
add to the existing glut in the money mar- 
ket. It has been estimated that balances held 
abroad total over $750,000,000. Unless ade- 
quate provision were made by central bank- 
ing authorities to handle the concerted rush 
of funds to this country, the return of these 
balances might prove embarrassing. Foreign 
exchange mechanisms would be taxed heavily 
and the dollar might surge upward with such 
strength as to cause a violent unsettlement 
of our security and commodity markets. To 
avoid such a disturbance, the Federal Re- 
serve banks would undoubtedly be forced to 
make some arrangements with leading Euro- 
pean central banks similar to those used to 
stabilize currencies in the post-war period. 

Domestically, the ultimate effect of this in- 
flow of funds would be the stimulation of our 
security markets. This statement, however, 
does not contradict the preceding paragraph. 
A sudden flow of funds to this country, 


coupled with extreme weakness in foreign 
currencies, would tend to make our stock 
and commodity markets decline because of 
the fact that a good part of the rise experi- 
enced in recent months has been due entirely 
to the external depreciation of the dollar. 
Howver, if the dollar maintained its stabil- 
ity, and an orderly flow of funds occurred, 
the effect might be just the opposite. Capital 
seeking investment would tend more prompt- 
ly to send our stock and bond markets higher 


Dollar Profits Created by Devaluation 


Devaluation would augment the gold re- 
serves of our Federal Reserve banks. With a 
reduction in the gold content of the dollar, 
gold reserves would be written up proportion- 
ately. Gold reserves now total roughly about 
$3,600,000,000. A cut of one-third in the value 
of the dollar would add $1,200,000,000 to the 
surplus of the Reserve banks while a 50 per 
cent devaluation would cause an increase 
of $1,800,000,000. 

The Banking Act of 1933 provided for the 
building up of the surplus accounts of the 
Federal Reserve banks. It amended the Fed- 
eral Reserve Act by providing that, after the 
payment of the 6 per cent cumulative dividends 
on the paid in capital stocks of the Reserve 
banks, net earnings were to be added to the 
surplus of these institutions. Under previ- 
ous provisions of the Act, earnings in excess 
of dividend requirements were, in general, to 
be divided between surplus and the govern 
ment. Excess earnings paid to the govern- 
ment were regarded as a franchise tax. It 
might seem, therefore, that the Reserve banks 
would be greatly enriched by the process of 
devaluation. However, it has been the cus- 
tom abroad, and the same course seems likely 
to be pursued here, for the government t9 
confiscate this profit through a special tax. 
In other words, this addition to surplus 
would ultimately be transferred to the treas- 
ury. 

The government could make use of this sur- 
plus in one of two ways—either to finance 
current expenditures or to retire existing 
debts. The first course of action would re- 
lieve the treasury of the necessity of floating 
new issues to meet relief appropriations while 
both procedures would result in an unpre- 
cedented ease in the money market. At pres- 
ent, it seems unlikely that the sum gained 
through devaluation will be used to retire 
outstanding bonds. It seems more probable 
that it will be used to meet current expen- 
ditures. This would not only ease the strain 
brought about by the necessity of heavy fi- 
nancing but would also have another very 
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important effect. It would form the basis for 
a terrific credit expansion which, because of 
its huge proportions, member banks would 
find difficult to resist. Reserve bank deposits 
and gold reserve would increase in equal 
amount, and these deposits would ultimately 
be transferred to member banks and swell 
their excess reserves. It must be realized that 
the selling of securities to member banks by 
the government results only in single expan- 
sion, while a credit to the government’s ac- 
count by the Reserve banks provide the basis 
for a multiple expansion of bank credit. 

If, however, the treasury should choose to 
retire government obligations outstanding, 
this could be accomplished through a cancel- 
lation of those issues held by the Reserve 
banks or through purchase of bonds in the 
open market. The first method would place 
the Reserve banks in a sound position and 
would relieve them of the vexing problem of 
disposing of their issues at some future date. 
The latter procedure would tend to ease the 
money market as additional purchases of 
government bonds by the treasury would re- 
sult in a marked expansion of member bank 
excess reserves, 


The Effect on Prices 

What will be the effect of devaluation on 
the commodity price level? Contrary to pop- 
ular belief, devaluation would not result in 
automatic price increases unless the dollar 
were stabilized at a level materially below 
the then existing levels of foreign exchange. 
In fact, it might very well result in a sharp 
break in commodity values in view of the 
resulting change in public sentiment. The 
psychological reaction would not be one to 
encourage speculation and a general liquida- 
tion of speculative commitments might fol- 
low. 

But whether or not the initial effect of de- 
valuation would be a drop in prices, there is 
good reason ‘to believe that after that read- 
justment takes place, a slow, steady rise in 
prices may be witnessed. Austria, Belgium 
and France stabilized their currencies at lev- 
els below the intrinsic values of their mone- 
tary units. Subsequently, in Austria, a con- 
siderable rise in prices took place, bringing 
down the purchasing power of the currency 
to its fixed gold parity. Something similar 
also seems to have occurred when the Bel- 
gian currency was placed on a gold basis. Fol- 
lowing the stabilization of the franc, though 
not immediately, prices rose and business was 
stimulated. 

While devaluation might recognize a 35 per 
cent reduction in the external purchasing 
power of the dollar, as compared to gold cur- 
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rencies, this does not mean that the inter- 
nal purchasing power would immediately suf- 
fer a corresponding shrinkage. To be more 
specific, the purchasing power of the dollar 
would be much greater internally than exter- 
nally. Over a period of time, these two ele- 
ments would tend to equalize themselves, and 
as the internal value of the dollar should 
prove more elastic than its external value, it 
is only natural that prices should tend to rise. 
Furthermore, it is claimed that an additional 
factor guarding against any marked decline 
in prices has been the recent increase in the 
costs of production. This must also be taken 
into consideration. Because of the desirabil- 
ity of having devaluation followed by an im- 
mediate rise in prices, stabilization should 
take place below, rather than above, the then 
existing levels of foreign exchange. This step 
might forestall business reaction or any tem- 
porary price drop which might otherwise oc- 
cur. 

Also devaluation would reinforce a reduc- 
tion in 'the gold value of the public debt and 
would result in making that debt burden 
more bearable. A comparison of the public 
debt with the national wealth would then 
present a more favorable ratio. Generally 
speaking, the internal burden of indebtedness 
should be lightened in direct proportion to 


the decrease in the commodity value of the 
dollar. Devaluation, therefore, would con- 
tribute to a lightening of the burden of in- 
debtedness insofar as it contributed to a rise 
in commodity prices. 

In the above discussion, a few of the read- 
ily apparent results of devaluation have 
been presented. After devaluation has be- 
come a fact, it is not improbable that many 
other effects will be brought to light. The 
readjustments caused by such an act cannot 
be confined to any particular section of our 
economic structure nor can they be limited 
in point of time. They will influence’ busi- 
ness and finance long after the subject has 
ceased to be of interest. 

% ae & 
AN ITEM FROM DANIEL WEBSTER’S WILL 

Wills sometimes speak in a voice that 
would seem strange to their makers. In that 
of Daniel Webster, the great stateman, was 
a provision that certain silver plate be man- 
ufactured and presented to various of his 
friends. When the estate was settled it was 
found that the plate had been ordered but 
that there were not enough funds available 
to pay for it. To carry out his wishes, how- 
ever, these friends paid their own money to 
the jewelers in order to secure the treasured 
remembrances. 
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Dinning before the Nation 


itself was born, the lifetime of 
this Bank spans the entire his- 
tory of New York as an American 
city. For the last 103 of those 
years it has rendered the highest = 
type of service in all branches of | AAMMBIMD gatos 
Trusteeship. 5 fo. PEELE E: j 
To its background of stability, ,= | #ggmem 7 399999 39 
wealth of experience, and tradi- 
tion of personal attention by 
Senior Officers to every Account, 


is added an alert appreciation of 
current conditions. Particularly 
in this year of vast and rapid 
i : \ 


changes, its clients have bene- Te 
fitted by its timely protection of “74 BANK" TODAY 
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their interests. 
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BASIS FOR PUBLIC CONFIDENCE IN TRUST SERVICE 
ENDURING PRINCIPLES MEET ENDURING NEEDS 


H. O. EDMONDS 


Vice-president, The Northern Trust Company, Chicago, and President of Trust Division, 
American Bankers Association 


(From address before the Pacific Coast Trust Conference) 


HAT we may realize the value of the 

service we are rendering to the public 

and understand better the function 
which we perform in the national life, we 
should inspect the foundations of our trust 
structure, and, like engineers, seek out any 
weakness that exists and where 
need to re-enforce the structure 
make it more secure and serviceable. The 
idea of confiding property to ,a faithful 
friend, associate or servant, that it might be 
applied for the comfort or support of others, 
is very old, and probably has existed from 
the time when private property was first ac- 
cumulated and people began to concern them- 
selves with the future welfare of the young, 
the very old, the widow, the married daugh- 
ter, and various public objects. Some forms 
of it exist in continental Europe, but Eng- 
land is its modern home and we draw our 
ideas from her common law and chancery 
procedures, The maxims and rules for test- 
ing and guiding the conduct of trusts are 
found there, and on them we have built our 
corporate trust structure. 


possible 
there is 


That the corporate form should develop 
greater skill and better organization than the 
old private trustee system, because of experi- 
ence, orderly succession and responsibility, 
is naturally to be expected but does not nec- 
essarily follow without intelligent effort on 
the part of the corporate organization. Cor- 
porate fiduciary service has been established 
in our country for more than a century, and 
in England for about thirty years. The re- 
sults have been satisfactory in a high de- 
gree, and this has at times led to rapid 
growth and increase in number of trust in- 
stitutions, and has brought to light new prob- 
lems. 


Probably none will argue against the right 
of a man to provide reasonably for the fu- 
ture of his loved ones or for the worthy ob- 
jects of his especial interest such as hospi- 
tals, research work, or the encouragement of 


art. Those charged with the trust custody 
of the funds set apart for such purposes 
should have a capital structure and respon- 
sibility, governmental supervision but pri- 
vate initiative, and continuous, trained suc- 
cession. The confidence of the public in the 
ability of corporate ‘trust service to fill and 
continue to fill the need better than any 
other agency, is the basis of our work; and 
we must at all times and in all places see 
that this confidence is justified. 


Preserving Safety of Trust Funds 

Now the basis for the public’s confidence 
in corporate trust service lies in our ability 
to conserve principal and maintain income 
for the objects of the trusts. How can that 
be done in every case? The answer is that 
it is not humanly possible, because the un- 
settlement of values in times of depression 
will in a certain number of cases produce 
But in order that the trust may be 
guarded from unnecessary risk, certain rules 
must be observed in investing and managing 
trust funds. First of all, the trustee must 
have no interest in the matter other than the 
proper investment of the trust fund and his 
reasonable fee for his work. It follows that 
he must not derive any profit, direct or in- 
direct, from the investment, If he does so 
he should be penalized. In the case of a 
corporate trustee with proper supervision 
and subject to competitive conditions, the 
probability of such conduct is greatly re- 
duced, and this makes clear the great su- 
periority of corporate over private trustee- 
ship in the general run of cases. I would not 
be understood as belittling the excellent serv- 
ices rendered by many private trustees. Such 
men frequently appear among the directors 
of trust companies. 

It is too early yet to draw final deductions 
from the bank failures of recent years as to 
the effect on the property held in the trust 
departments of closed institutions. However, 
certain facts are already apparent. Gener- 


losses. 
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Investment management accounts 
at the Fiduciary Trust Company 
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by-day review by outside invest- 
ment counsel—thus receiving 
continuous supervision from 
two independent investment 
organizations. 
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ally speaking, trust departments did not con- 
tribute to or cause the banking debacle, nor 
were the trust affairs complicated with those 
of other departments. The bank holiday 
produced no other effect than a short delay 
in the payment to beneficiaries of income 
needed for their support, or in the collection 
and reinvestment of maturing items. Thanks 
to the fine cooperation of the Comptroller 
of the Currency and the various state gov- 
ernments with the trust officers concerned in 
such cases, the delay and inconvenience was 
reduced to a minimum. Common sense was 
the guiding rule, and it was evident that 
trusts had been administered with fidelity 
even in cases where there had been mistakes 
of judgment. The three most generally pub- 
hicized bank failures in this country in re- 
cent years were those of the Bank of United 
States of New York, the Bank of Pittsburg, 
National Association, and the Harriman Na- 
tional Bank of New York. In all three cases 
the trusts were reported intact and not in- 
volved in the failure. The Comptroller, J. 
F. T. O’Connor, in a recent statement at the 
annual meeting of the American Bankers As- 
sociation, paid high tribute to the operation 
of the trust departments of those banks in 
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which other conditions prevented their im- 
mediate reopening after the holiday. Such 
comment on the grounds for confidence in 
trust departments of national banks will, I 
believe, be found applicable with equal force 
to those of state banks and trust companies. 


Fiduciary Obligations 


Augustin Birrell in his amusing little vol- 
ume on “The Duties & Liabilities of Trus- 
says that the three principal duties 
of trustees, more important even than in- 
vesting and accounting, are: To know your 
trust, never to forget your trust, and always 
to live up to your trust in every particular, 
important or unimportant. He reduces his 
formula to three words—acquaintance, re- 
inembrance, and obedience. For a _ trustee, 
especially a corporate trustee, not to be both 
diligent and intelligent, is a kind of negli- 
gence, for a corporate trustee is assumed 
to be able and willing to provide trained 
personnel with aptitude for this kind of 
business, and with a high sense of respon- 
sibility towards the trusts. This is very 
generally the case and exceptions are de- 
creasing constantly under the pressure of 
precept and example both from without and 
within the national trust organization. There 
is plenty of evidence of the public’s confi- 
dence and faith in the trust department of 
the bank of its choice; there is something 
inspiring and almost disquieting in that con- 
fidence. Do we deserve it? Where are the 
rules that will guide us, keep us up to our 
duty, and enable us to fulfill our trust? Dili- 
gence, intelligence, and Common sense are the 
best guides in any walk of life. But com- 
mon sense is a quality oft invoked and not 
always applied, and most men assume that 
they possess it. When a man tells you that 
common sense told him that so-and-so should 
be done, you are entitled to review his ac- 
tion lest perchance he has been burning in- 
cense under the nose of a false deity. It is 
probable that the ability to confer formally 
or informally with experienced associates is 
one of the most valuale things in corporate 
trust service. 

Not to follow out the three rules of ac- 
quaintance, remembrance, and obedience with 
diligence and intelligence, will lead to trouble 
and the charge of negligence or breach of 
trust. Do not misunderstand me—a trustee, 
individual or corporate, is not assumed to 
be infallible. The former may escape the 
consequences of his mistakes a little easier 
than the later, and in his case the loss of 
public confidence is probably a less serious 
matter, but neither is held to more than a 
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high degree of care and intelligence and the 
utmost fidelity. The corporate trustee will 
probably in the last analysis be held to a 
higher degree of accountability, but the limit 
of his responsibility is diligence, conserva- 
tism, and obedience to his trust. 


Allegiance to High Standards Must Be 
Mutual 

In the event that a corporate trustee fails 
to respond properly to his high calling, what 
happens? Immediately he becomes the sub- 
ject of criticism justly or unjustly, and some 
part of that odium descends upon corporate 
trust business everywhere. You cannot laugh 
it off and say, “This could not have occurred 
in my institution.” The questionable con- 
duct of a member or members of any one of 
the learned professions brings discredit on 
the profession as a whole, and so most of 
them have methods for  self-purification 
Which operate more or less successfully to 
raise the general standard. We cannot and 
must not disinterest ourselves in the ques- 
tionable conduct of any of us, but we must, 
by precept and example, show the way to less 
experienced members, so that if they sin at 
all they will sin against the light and not be- 
cause there was no light. Furthermore, this 


willingness to be mutually helpful, to or- 
ganize for the good of the business as a 
whole, and to assist government in the ef- 
fort to protect the property rights and the 
general well-being of all our people, is one 
of the surest ways to build firmly the basis 
for public confidence in us and in our trust 
institutions. 

Acting on a firm conviction in the truth 
of this statement, my predecessor as presi- 
dent of the Trust Division, began the prepa- 
ration of a statement of principles of trust 
institutions, intended to be at once a defense 
of the business from unjust attack and an 
inspiration to the performance of trust serv- 
ice of high quality. What more natural, 
therefore, when the national Government 
ealled for the preparation of a code of fair 
competition, than that this statement of prin- 
ciples should be used almost without change 
as the code for trust departments? It now 
has definite force behind it and the consent 
and cooperation of those affected by it; and 
by means of it, trust work generally will be 
raised to a high standard and will serve our 
people better than ever. 

The Committee on Costs and Charges is 
making available its findings as to reason- 
able fees that may be charged for certain 
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services now being performed by trust de- 
partments free. Minimum fee schedules are 
being worked out. These do not represent 
all that should be charged, but rather the 
least that should be charged, and the trustee 
must be free to charge as much more as is 
just and will meet his expense with a modest 
profit. Trusts should not be administered 
without reasonable compensation; that is to 
say, administered at the expense of the trus- 
tee. To do this is unfair to other trusts to 
which time and responsibility have been sold 
for a fair fee; rather decline the business 
altogether, than take it on terms unfair to 
yourself or to a competing company. The 
fees of trustees must be small at best, for 
reasons which I will refer to. Any settlor 
or trustor who bases his selection of a trustee 
on fee saving instead of on the sole question 
of securing the best trustee for his particu- 
lar purpose, is in danger of defeating his own 
purpose and is showing less wisdom in dis- 
posing of his property than he _ probably 
showed in acquiring it. At any rate, we will 
be better off in after years without burden- 
ing ourselves with unprofitable business. 
Why must trustees’ fees be small? Because 
trust funds conservatively invested yield but 
a small income, and the fee must come out 
of the income. You have in addition to the 
annual fee an acceptance fee and termination 
fee, but the first is always well earned and 
comes but once, and the latter will be earned 
in the future by your successor and cannot 
figure in the cost of the service you render. 
Now it follows from the smallness of the 
fees that trained personnel, office expense, 
and a profit upon an adequate capital struc- 
ture cannot be paid out of earnings from 
trust business unless the business can be 
obtained in very large volume and of high 
quality, presenting little difficulty in manage- 
ment. Hence the business is attached as a 
department to corporations doing general 
banking business, and the effect of this is to 
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trust service within the 
reach of many. It remains only to bring to 
bear on the subject a strong national or- 
ganization like the Trust Division of the 
American Bankers Association, and the au- 
thority now added of a Code of Fair Com- 
petition with its Declaration of Principles 
to assure a high standard of practice. On 
the other hand, if a corporate trustee were 
required to provide a separate adequate capi- 
tal structure, its trust service would prob- 
ably speedily be confined to a few metropoli- 
tan centers, with the result that smaller 
cities would again have to resort to the pri- 
vate trustee, or the business would be 
drained off from moderate-sized cities to the 
great centers, The effect of this in time 
would be that trust property of a certain 
kind, such as local real estate and mortgages, 
in Syracuse, N. Y., Worcester, Mass., or Lin- 
coln, Neb., would not get the intelligent local 
supervision and interest that it requires. 


bring corporate 


Like all human affairs, this interesting, in- 
spiring business of ours has its share of 
problems and needs its checks and balances, 
and a governing and regulating hand, but it 
has now reached such a state of development 
and service to the public, that if it were abol- 
ished by law tomorrow we would probably 
again witness a steady urge and pressure 
from the people themselves that would re- 
sult inevitably in re-establshing it on some- 
where near the basis that it stands today. 
Those who formerly went into the trust busi- 
ness as a promising field for attractive profits 
have long since awakened from that dream. 
We know that the business is interesting, re- 
spectable, and serviceable—that it goes well 
along with prudent, conservative banking 
and savings business, and that rightly con- 
ducted it yields generally a sufficient profit 
to attract into its service a personnel of char- 
acter and intelligence, and also that the pub- 
lie confidence in it is justified and will 
endure. 
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NATIONAL BANK 
of the (ity of New York 
STATEMENT of CONDITION , OCTOBER, 25, 1933 


RESOURCES 

CasH AND DvE From BANKS ...... . 258,045,886.08 
U. S. GovERNMENT SECURITIES. . . . . . . 232,212,270.08 
STATE AND MunicipaL SEcwURITIES 

MATURING WITHIN TWO YEARS. . . . . |. 88,924,807.74 
OrHER STATE AND MunicipAL SECURITIES. . ... 10,920,100.40 
OTHER SECURITIES MATURING WITHIN TWO YEARS... 53,474,538.97 
FEDERAL RESERVE BANK StTocK ... .. . 8,160,000.00 
OrHeR Bonps AND SECURITIES . . . . . 102,103,010.51 
Eoans anp Prscounrs . . .: -«s. * « 784,528,837.43 
GAG eRe GG er a Se 43,066,591.71 
CusromMers’ ACCEPTANCE 

Lypiiry . ._. . « « « $809,815,636.26 

Less AMounrt1N Portrotio . . = 30,672,763.06 79,142,875.20 
Orner AssETS 6) ee ea: Et eee ee 23,122,014.78 

$1,683,700,932.90 


/ 


LIABILITIES 


CAPITAL . . . 5 st ew ts thlUlemlUmDhlUelUm!lhlUl Se RD 
I otal Te ow gn A Saw 50,000,000.00 
Unpivipep Prorirs ol erwto) eee ea ee 10,000,214.57 
RESERVE FoR Taxes, INTEREST, CONTINGENCIES, ETC. 5,909,522.53 
DEPOSITS. wk lw Ul ll CU ee 
FEDERAL Funps PurcHASED. ae ee a 5,000,000.00 
ACCEPTANCES . . . . . .. . $116,577,095.97 

Less AMountT IN PorrFoLio .. 39,672,763.06 85,904,332.91 
LIABILITY AS ENDORSER ON ACCEPTANCES 

amp Poenign BIS . wk 8k ee Oe 472,841.69 
Oran Eaaprarmwes 2 kk Ow RR IS 19,853,265.97 


$1,683,700,932.90 
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This statement does not include the statements of any of the 
organizations affiliated with The Chase National Bank 
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CONTINENTAL ILLINOIS 
NATIONAL BANK AND 
TRUST COMPANY 


OF CHICAGO 


Statement of Condition, October 25, 1933 


RESOURCES 
Cash and Due from Banks . : ‘ : $214,552,023.50 
United States Government Securities ; 93,383,051.67 
Other Bonds and Securities . ‘ , i 65,075,535-48 
Loans and Discounts : , : 352,046,295.75 
Stock in Federal Reserve Bank ; , . 3,000,000.00 
Customers’ Liability on Acceptances . 6.016,756.54 
Other Banks’ Liability on Bills atiiais , 172,602.78 
Interest Accrued but Not Collected . : 2,329,918.50 
Bank Building . ; . : F ; 14,475,000.00 
Other Real Estate . ‘ P ; : 3,816,935.05 
Other Resources : P . ; ; 565,896.80 


$755,434,016.07 


LIABILITIES 


Capital Stock : ; ; : : $ 75,000,000.00 
Surplus : ; : , . , : 25,000,000.00 
Undivided Profits . : P ‘ ; 4,365,230.92 
Reserve for Contingencies . ; : : 5,000,000.00 
Reserve for Taxes and Interest ‘ 11,165,984.02 
Deposits: Other than Public Funds $560, 988, 151.10 


Public Funds : . 66,137,475.90 627,125,627.00 


Acceptances . ; 6,582,356.13 
Other Banks’ Bills ihn ‘ail Ss sid ; 172,602.78 
Discount Collected but Not Earned . 456,318.42 
Other Liabilities ‘ : ‘ ‘ ‘ 565,896.80 


$755,.434,016 07 








LIABILITY INSURANCE FOR PROTECTION OF FIDUCIARIES 


SOUND ADVICE RELATIVE TO SECURING ADEQUATE COVERAGE 


LEO MUND 
Of Mund and Company, San Francisco 








(Epitor’s Note: Trustees are liable to third persons for injuries arising out of the 
existence or operation of property held in a fiduciary capacity should these arise from 
failure of the fiduciary to take necessary precautions. This is a matter of law which is not 
yel as generally well known as it should be. Mr. Mund, an expert analyst of insurance for 
policyholders and brokers, at the recent Pacific Coast Regional Trust Conference, stated 
that the corporate trustee in discharging its obligations to trust clients “is confronted with a 
greater variety of insurance problems than are likely to be encountered in any other single 
line of business.” Mr. Mund here presents the results of extensive research by competent 
insurance counsel on the question of what constitutes adequate liability insurance coverage 


for the trustee.) 


i1H question of complete insurance pro- 

tection against the liability of the trus- 

tee for injuries to members of the pub- 
lic and, although perhaps in less degree, for 
damage to property of others, is one which 
oceasions grave concern upon the part of 
trust officers. The courts have decided, many 
times, that trust property is to be held for 
trust purposes, and that any loss sustained 
because of the negligence of the trustee must 
be borne by him. To quote a recent decision 
Massey vs. Payne, et al): 

“A trust estate is ordinarily not liable for 
any torts committed by the trustee, when he 
is entirely free from the control of the bene- 
ficiary. And such trustee is personally liable 
to third persons for his torts in failing to 
keep the trust property in repair, irrespective 
of his right to reimbursement.” 


A trustee who may have been forced to 
pay such a judgment out of his personal 
funds is sometimes allowed, with the per- 
mission of the court, to reimburse himself 
from the trust estate. Before he could do 
this, it would be necessary for him to show 
that there was no negligence on his part. In 
its investigation of the trustee’s management 
of the property, the court would undoubtedly 
be unfavorably influenced by any failure of 
the trustee to arrange for liability insurance. 

Each of the many trust estates adminis- 
tered by a trust company presents different 
problems in connection with its handling due 


to the diversification of holdings and the 
purposes for which it is established. For ex- 
ample, a large trust estate might entail the 
handling by the trustee of several buildings, 





or various kinds of businesses. This means 
that when the trustee takes over the admin- 
istration of such estates, he will find it 
necessary to embark upon the business of 
managing a building or perhaps of running 
any one of a number of types of stores. Ob- 
viously, the trust department of a bank is 
not equipped to run a building or a store. 
This necessitates the employment of compe- 
tent employees outside of the bank to take 
care of these various duties. 


Hazards Incurred 

Let us suppose that a trust company is ap- 
pointed trustee of the estate of a large de- 
partment store owner, and the trust inden- 
ture requires the trustee to run the depart- 
ment store for the benefit of the beneficiaries. 
If the store has been a profitable venture 
prior to the trust, the trustee will no doubt 
allow the former managers and employees to 
continue on under its jurisdiction. It is 
common knowledge that there are many haz- 
ards incident to the operation of an enter- 
prise such as a department store. Customers 
may be injured while in the store due to 
some act of negligence on the part of the 
employees; or employees may be injured 
while working in the store; such an enter- 
prise runs a constant risk of being sued for 
damages arising out of negligence cases. 
There is no question, but that if the trustor 
himself were running the store, he could be 
personally sued by any person sustaining an 
injury there. If a court or jury finds the 
owner to be negligent in the operation of his 
store, he will be faced with a judgment, per- 
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haps a large one, for damages. No one has 
to tell him how to avoid such a risk. No en- 
terprise of any consequence attempts to carry 
on its business without being properly pro- 
tected by liability insurance. At any time, 
a serious catastrophe might occur in the 
store due to the negligence of the owner’s 
employees, and without such protection the 
owner might find himself out of business and 
bankrupt. 

Courts have uniformly held a trustee, un- 
dertaking to run a business belonging to the 
trust estate, to the same obligations and sub- 
ject to the same liabilities as if the owner 
himself were running it. If a customer is 
injured in the store due to the negligence of 
an employee, that customer may sue the 
trustee who is running the business and re- 
cover damages for his injuries. 


Liability for Torts in Individual 
Capacity 

In fact, the courts have gone so far as to 
hold that in such a situation, the injured 
person must sue the trustee in his individual 
capacity, and not as trustee of the estate. 
For example, let us suppose that a trust com- 
pany as trustee is operating a theater. Some 
one is injured in the theater due to the negli- 
gence of an employee. If the injured per- 
son brings suit, he must do so against the 
trust company individually and not against 
the trust company as trustee of the estate. 
If he obtains a judgment, the judgment runs 
against the trust company individually and 
not against the trust estate. This might 
seem to be a strange and rather harsh rule, 
but it is almost uniformly followed by the 
courts and is based on well established legal 
principles. The theory is that an executor, 
administrator, or trustee can be held liable 
for a tort (that is, a negligent injury) only 
in its individual, and not its representative 
capacity—in other words, the estate cannot 
be held liable for the torts of the executor. 
The reasoning is that when the executor, 
ete., commits a tort, he steps out of the line 
of his duty; that is, insofar as he commits 
a wrong, he does not represent the estate, 
and therefore it cannot be held liable. Fur- 
ther, the theory sometimes advanced is that 
the trust fund should be held intact for the 
beneficiaries and the trustee should not be 
allowed to dissipate it by his wrong-doing. 

A very recent case decided by the Cali- 
fornia Supreme Court illustrates the rules 
applied by the courts in this connection. In 
this case, The First National Trust & Sav- 
ings Bank of San Diego vs. Industrial Ac- 
cident Commission (1931), 213 California 
222, the Supreme Court said: 
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“While an executor or an administrator is 
bound to perform his decedent’s contracts, 
except as authorized by will, or by statute, 
he cannot by virtue of his general powers as 
such make any contract which binds the es- 
tate, or create any debt or liability against 
the deceased, or the estate, which will au- 
thorize a judgment de bonis decedentis * * *.”’ 


Another interesting case is Massey vs. 
Payne (West Virginia 1930) 155 Southeast- 
ern 658. In that case, the plaintiff brought 
suit for the death of her husband by reason 
of his accidental electrocution while work- 
ing on a piece of property that formed part 
of a trust estate. The suit was brought 
against the trustees, as trustees of the es- 
tate. The court held that the trustees could 
not be sued in their representative capacity 
and that the suit must be brought against 
the trustees individually, using the follow- 
ing language: 

“By the weight of authority a trust estate 
cannot be held liable for torts committed by 
the trustee. Ordinarily he (the trustee) can 
be held liable only in his individual capacity 
and he is personally liable to third persons 
for his torts either of misfeasance or of non- 
feasance in failing to keep the trust property 
in repair, irrespective of his right to reim- 
bursement. In an article appearing in vol- 
ume 22 Columbia Law Review 527, 541, Har- 
lan F. Stone, while a professor of the Colum- 
bia University Law College, stated that the 
above ‘is an accepted doctrine wherever the 
question has arisen.’ An examination of the 
authorities confirms his statement.” 

It is therefore unquestioned that when a 
trustee takes over the administration of a 
trust estate, he assumes unlimited liability. 
There is no limit to the amount of damages 
that he may be held liable for by reason of 
negligence in the operation of the trust 
property, and these damage judgments will 
run against him individually; in other 
words, he must actually pay the damages out 
of his own pocket, without regard to the 
size or financial responsibility of the trust 
estate. This alone should be sufficient to 
compel any trust company to completely pro- 
tect itself by carrying liability insurance. 
The very idea that a damage judgment can 
be recovered against the trustee in its in- 
dividual capacity should be abhorrent to any 
well conducted trust company; the obvious 
remedy is complete insurance protection. 


Negligent Trustee Not Entitled to Indemnity 
The question naturally arises whether, as- 


suming a damage judgment has been ob- 
tained against the trustee and paid by it in- 
dividually, the trust company can _ turn 
around and request reimbursement from the 
trust estate. This problem is not easy of 
solution and contains many ramifications, It 
is well settled that if any personal negli- 
gence can be charged against the trustee in 
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connection with the happening of the tort, 
the trustee has no right to reimbursement 
from the trust estate. Whether or not a 
trustee was itself negligent in any given 
case is a question of fact; the determination 
of this question is one for the jury or the 
court and is at best a most uncertain quan- 
tity. Those who are familiar with court 
practice and decisions of juries know that 
when the question of liability depends on an 
issue of fact, on which there is evidence on 
both sides, the result is most uncertain. As 
has been said, nothing is more uncertain than 
horse racing and law suits. 

A case illustrating the possibilities and 
probabilities of negligence on the part of a 
trustee is Horn Trunk Company vs. Delano 
(Missouri 1912), 142 Southwestern 770. That 
was an action to recover from the defendant, 
who was an administratrix of an estate, 
damages growing out of the alleged negli- 
gence of defendant in failing to keep in re- 
pair a large water tank over which the ad- 
ministratrix had control. It appeared that 
the defendant, in the course of her duties as 
administratrix, took possession of three four- 
story buildings belonging to the deceased and 
leased them to certain parties. At the time 
of the leasings, there was a large wooden 
water tank on the top of said buildings used 
for furnishing water to the fire extinguisher 
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system and for other purposes, in each of the 
said buildings. The evidence tended to estab- 
lish that certain defects in the water tank 
were not repaired by the defendant within 
a reasonable time after she had knowledge 
of them, and by reason of such defects not 
being repaired, the tank burst, and its con- 
tents, an immense volume of water, deluged 
plaintiff’s premises and greatly damaged its 
goods. The court held that the administra- 
trix was liable in her individual capacity 
and held that there was no right of recovery 
against the estate, due to the independent 
negligence of the administratrix, which could 
not be charged to the estate, This case il- 
lustrates the possibilities of negligence be- 
ing charged against a trustee individually. 
The average trust company hires many em- 
ployees in its office to run its business, and 
due to human fallibility, acts may take place 
at any time which a court would hold to be 
negligence. No matter how careful a com- 
pany may be in hiring its employees, still 
the human element must enter and the pos- 
sibility of negligent conduct is there. 
Another case showing how a trust company 
may be held individually liable without any 
recourse against the trust estate is Louisville 
Trust Company vs. Morgan (Kentucky 1918), 
203 Southwestern 555. In that case, a three- 
story building occupied for hotel purposes 
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was destroyed by fire and three of the guests 
lost their lives as a result of the fire. The 
suit was brought by the administrator of one 
of the decedents against the Louisville Trust 
Company individually and as trustee of the 
building. Plaintiff recovered a judgment for 
$6,000 against the trust company individu- 
ally and on appeal the judgment was af- 
firmed, the court holding as follows: 


“The trust company was sued in its fidu- 
ciary and individual character, but upon mo- 
tion to elect the trial court held that it was 
liable in its individual and not in its fiduciary 
capacity, and, in so ruling, the trial court 
was clearly correct. The trust company con- 
trolled and managed this hotel property in its 
fiduciary capacity, and leased it some years 
before the fire to McClary, or his predecessor, 
for hotel purposes, and at the time of the fire 
McClary, as tenant of the trust company, was 
occupying and using the building with the 
knowledge and consent of the trust company 
for hotel purposes. It is further plainly made 
to appear that the trust company, in 1914, 
was notified that the hotel building was not 
supplied with any of the equipment men- 
tioned in the statute or ordinance for the 
protection of guests, and that it negiigently 
failed to take any steps to provide this equip- 
ment or any part thereof. At the time of the 
jre there was no fire escape on the building, 
or fire extinguisher, or standpipes in the 
building; nor was there any door leading 
from Room No. 1 to the main hall in the brick 
building, and the means of egress and ingress 


COMPANIES 


to and from Room No. 1 was so arranged as 
to prevent, rather than facilitate, egress from 
this room. In short, the trust company, hav- 
ing violated the law in leasing the building 
for hotel purposes wilfully failed and refused 
to comply with any of the requirements of 
the statute or ordinance, or the notice it re- 
ceived from the fire inspector, and to its ne- 
glect in these respects the death of Morgan 
may reasonably, if not certainly, be attrib- 
uted. Under these circumstances, the general 
rule is that the trustee is liable in his indi- 
vidual and not in his official capacity, and 
this, for the sound reason that the trustee 
should not be allowed, by his tort or negli- 
gence, to impair the trust fund. * * * Under 
these circumstances, it would be, as said in 
Plimpton vs. Richards, 59 Me. 115, monstrous 
to hold that judgment and execution should 
go against the estate for a tort which the 
trustee had no authority under or by virtue 
of its trusteeship to commit.” 
Bearing in mind that this took place in 
1918, the judgment, if rendered today might 
well have been for $60,000 instead of $6,000. 


Trustee Without Personal Fault Entitled to 
Reimbursement 

We now turn to the question of whether 
the trustee can secure reimbursement from 
the trust estate where he has satisfied a 
damage judgment, assuming that the trustee 
himself is free from negligence. The ques- 
tion is one on which there is very little legal 
authority. Only a few jurisdictions in the 
United States have passed on the point and 
appear to have adopted the following rule. 
If the executor, administrator, or trustee is 
without personal fault or negligence, and has 
acted in good faith for the benefit of the es- 
tate in the line of his duties, he may have 
a right to reimbursement from the estate 
for claims of third parties for damages to 
which he has been personally subjected. 
However, that the trustee must first show 
that he is without any fault in the matter, 
otherwise he will be precluded from obtain- 
ing reimbursement. 

One of the leading cases on the subject is 
In Re Lathers’ Will (New York 1980) 2438 
New York Supplement 366. In that case, 
the trustees under the will of a decedent 
undertook to manage an apartment house 
which formed part of the trust estate. The 
trustees managed this property through an 
agent. A fire occurred in the building and 
two persons sustained burns and injuries. 
Actions were brought against the trustees as 
individuals. The cases resulted in two judg- 
ments, one for $12,000 plus costs, and one for 
$60,000 plus costs. The surviving trustee 
satisfied these out of his own funds. He 
was insured in the amount of $10,000. The 
result was that the surviving trustee actu- 
ally had to pay $68,384 out of his own 
pocket. In the instant case, the trustee sought 





TRUST COMPANIES 


INCORPORATED 1864 


SAFE DEPOSIT AND TRUST CO. 


OF BALTIMORE 
13 SOUTH STREET 


CAPITAL, $2,000,000 SURPLUS AND PROFITS OVER $3,890,000 


OFFICERS 
JOHN J. NELLIGAN, CHAIRMAN OF BOARD 
JOSEPH B. KIRBY: PRESIDENT 


H. H. M. LEE > * ° VICE-PRES. 
ANDREW P. SPAMER °- 2D VICE-PRES. 
WILLIAM R. HUBNER 3RD VICE-PRES. 
GEORGE PAUSCH - - 4TH VICE-PREs. 
REGINALD S. OPIE . - STH VICE-PREs. 
GEORGE B. GAMMIE~- - * TREASURER 
THOMAS B. BUTLER ° * - SECRETARY 
CHAS. F. LECHTHALER ~~ REAL ESTATE OFFICER 
JOHN W. BOSLEY ~- ASST. TREAS. & ASST, SEC. 
EDGAR H CROMWELL - ASST. TREAS. & ASST. SEC. 
ANDREW H, TROEGER ° as * ASsT. TREAS. 


J. EDWARD KNAPP - ASST. TREAS. 
ROBERT B. CHAPMAN - - AssT. SEc. 
I. CAMPBELL CONNOR - - Sd AssT. SEC, 
W. D. G. WRIGHTSON . - AssT. SEc. 
ROLAND L. MILLER ~- * CASHIER & AssT. SEC. 
MAURICE J. NELLIGAN °- ASST. CASH, & ASST. SEC. 
HARRY E. CHALLIS e al - ASST. CASHIER 
RAYMOND E. BURNETT ° ° ad - AUDITOR 
HOWARD W. BAYNARD : ASST. AUDITOR 
JAMES S. ASHER - . ASST. AUDITOR 
CHALMERS S. BRUMBAUGH STATISTICIAN 


DIRECTORS 


JOHN J. NELLIGAN NORMAN JAMES 


JOSEPH B. KIRBY J. EDWARD JOHNSTON 


WALDO NEWCOMER SAMUEL M.SHOEMAKER HOWARD BRUCE EDWIN G. BAETJER 


BLANCHARD RANDALL ROBERT GARRETT 








reimbursement from the trust funds for this 


amount. The court held as follows: 


“The question of whether a trustee may ob- 
tain reimbursement from a trust estate be- 
cause of a judgment procured against him by 
a third party for his negligence in the man- 
agement of real property is difficult to solve. 
The question has arisen but infrequently. 
Judicial recognition of a right to indemnity 
for tort cases similar to the one in the in- 
stant case is of recent origin. 43 Harvard 
Law Review, 1122, May, 1930. The learned 
attorneys appearing say that this precise 
question has never before been presented to 
the courts of this state, and has been pre- 
sented only twice in the English courts. 

“It has been held in this state that a third 
party injured through the negligent manage- 
ment of the trust property must sue the trus- 
tees individually. * * *” 

“In the tort action, so far as the injured 
person is concerned, the trustees are liable as 
individuals, without regard to any right of 
indemnity or reimbursement out of the trust 
funds. * * * 

“Some element of personal fault is recoz- 
nized as the only basis for charging a trustee 
with the negligence of an agent employed in 
the administration of a trust estate. The 
personal and fiduciary nature of a trust re- 
lationship prevents a trustee from delegating 
to another the management and control of 
the trust estate or duties requiring the exer- 
cise of his own personal discretion. But, 
where the duties are of a purely ministerial 
nature, or of a type he could not reasonably 
be expected to perform personally, a trustee 
has the right to employ such assistance as 
may be necessary for the proper execution of 
the trust. (Citation.) But the trustee is 
personally liable to the third parties for in- 
juries caused by the negligence of a servant 
employed in the administration of the trust, 
and his liability is predicated upon the ordi- 
nary principles of agency. There are cases 
where the trustee is not entitled to reimburse- 
ment out of the trust funds, owing to his own 
personal neglect, or when he acts wrongfully. 


MORRIS WHITRIDGE LYMAN DELANO 


“It is my opinion that the test is this: 
Where the trustee is without personal fault; 
he is entitled to reimbursement, and it is only 
equitable that the trust estate should bear the 
loss. * * * 

“The question of sufficient liability insur- 
ance to cover the fire situation has arisen 
here. What the general custom was, if any, 
as to the reasonable amount of liability pro- 
tection taken out in 1922 is one thing, and 
what is reasonable today is quite another 
thing. Modern appliances of the machine age 
have progressed so fast in this country that 
the idea of protection afforded by all kinds 
of insurance has made rapid strides. The 
man with the modern income nowadays is 
educated to secure greater liability protection. 
In my opinion, a $10,000 liability protection 
in 1922 and before was generally considered 
ample. I find no cause for censure of the 
trustee on this point. 

“It is my opinion that Richard O’Gorman 
was not personally or wilfully negligent in 
his care of said real property; that he did all 
that a reasonably prudent man would do in 
his own affairs.” 


Amount of Liability Insurance Important 
Factor 


The reference by the court to the question 
of liability insurance is most significant, It 
would appear from the decision, that if a 
trustee carried no liability insurance or an 
insufficient amount, that this fact of itself 
would be sufficient to charge the trustee with 
negligence and thus preclude him from se- 
curing reimbursement from the trust estate. 
Whether or not the amount of liability insur- 
ance carried by the trustee is sufficient is a 
question of fact. For a trust company to be 
properly protected the amount of liability 
insurance carried should be commensurate 
with the possible liabilities it might incur. 
The carrying of such insurance by the trus- 
tee serves a double purpose. It protects the 
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trustee regardless of the right of reimburse- 
ment and it is an important factor to be con- 
sidered in connection with the right to re- 
imbursement. The carrying of sufficient li- 
ability insurance is necessary to relieve the 
trustee from any negligence in that particu- 
lar respect as evidenced by the above case. 

The question of the right to reimburse- 
ment has only been decided in New York, 
Texas, Florida, Illinois, and a few other 
states. This is a most important considera- 
tion, for the courts of the various states 
might well differ in their opinions, with the 
result that although New York recognizes the 
right of reimbursement, when the question 
arises in another state, that court may adopt 
a different line of reasoning and find that 
there is no right to reimbursement. Even 
assuming that there is a right to reimburse- 
ment, a trust company which has satisfied a 
damage judgment may find that its right of 
reimbursement is worthless. That is, the 
trust: estate may not have sufficient assets 
with which to reimburse the trustee. In or- 
der for a trust company to be adequately 
protected against damage suits arising out 
of its administration of a trust estate, it 
must protect itself by carrying adequate in- 
surance. 


120 Broadway, New York, N. Y. 
Munsey Building, Washington 


It scarcely seems possible any trustee 
would be willing to assume responsibility for 
the operation of properties without having 
himself completely protected by liability in- 
surance, Nevertheless, in many instances 
coming within my personal knowledge, trust 
estates have been found without liability in- 
surance being maintained on certain entire 
properties, and in some cases with elevators 
definitely excluded from coverage. Upon 
seeking the reason for such a condition, it 
has usually been found that insurance was 
not carried because the trustor or beneficiary 
either was unwilling to pay the premium for 
covering an apparently remote exposure, or 
because it was contended that since the prop- 
erty or the elevator were not actually oper- 
ated, no accident could happen. In this con- 
nection, it should be realized that even 
though an elevator may be unused, neverthe- 
Iess accidents may happen by reason of its 
existence only. If the policy excluded cover- 
age on an elevator, it also excludes all ac- 
cidents arising out of the existence not only 
of the elevator proper, but all of its equip- 
ment and its shaft. Furthermore, there is 
always the possibility of the elevator being 
restored to use without resumption of the 
insurance protection. 
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The exposure of the trustee or executor 
to loss by reason of injuries to members of 
the public is frequently more severe than 
would be that of the owner of a given prop- 
erty, due to the fact that the former may not 
have as close contact with the property, and 
therefore, may not be as well situated to 
exercise control of hazardous conditions. The 
degree and extent of the exposure, so far as 
the trustee is concerned, is quite often likely 
to be not definitely known, at least during 
the period of time immediately following 
the assumption of his duties as trustee and 
before accurate knowledge of the properties 
and insurance can be gained. These facts 
point to the advisability of and necessity for 
some plan whereby the trustee’s liability will 
become automatically covered for adequate 
limits under an extremely broad and liberal 
policy with respect to all properties for which 
the trustee may become responsible. 


Riders Require Extreme Care 

If I may assume that the principle is con- 
ceded that all real property administered by 
a trustee should be covered by liability insur- 
ance, the question which next arises con- 
cerns the most efficient, most economical and 
most satisfactory method of carrying this 
type of insurance. There is need for careful 
attention to the rider or endorsement at- 
tached to a liability policy. It must be rec- 
ognized that the printed policy is only the 
foundation of proper coverage; complete in- 
surance protection is possible only when the 
basic contract has been adapted and adjusted 
to fit the particular risk. 

There is no standardization of liability pol- 
icies such as exists in certain coverages 
available to banks, and since the policy con- 
ditions and exclusions of liability which ap- 
pear in the policies of different companies 
have a most important bearing upon the ex- 
tent of protection afforded, it is manifestly 
impracticable to prepare a special contract 
for each individual location, Hence the use 
of a large number of specific policies neces- 
sarily precludes the advantages which are 
obtainable by means of a master policy suit- 
ably modified by a special endorsement. 

The insurance companies upon whom busi- 
ness men depend for their insurance protec- 
tion have always exhibited a desire to af- 
ford insurance contracts which will serve all 
proper requirements of assureds. When the 
need for revision of existing policy forms is 
made apparent, the insurance companies are 
disposed to lend their cooperation if the risk 
to be covered can be reduced to a satisfac- 
tory underwriting basis. Evidence of this 
attitude is found in the broad and flexible 
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insurance coverage afforded by certain spe- 
cial policies which have been worked out to 
meet the needs of particular types of busi- 
ness among which I cite the Bankers’ Blan- 
ket Bond as an outstanding example, with 
which most people are familiar. 

Unfortunately, however, very little, if any- 
thing, has been accomplished in the line of 
perfecting a form of liability policy particu- 
larly adapted to the needs and requirements 
of trustees, and it has long been my thought 
that this form of coverage merits considera- 
tion in the same way that the American 
Bankers Association concentrated on the 
matter of bankers’ bonds and certain other 
bankers’ coverages. 

By this time some may have come to the 
conclusion that all insurance policies fairly 
bristle with unfavorable conditions, restric- 
tions and warranties which the insurance 
companies will spring on you in case of loss. 
On the contrary, I personally know of many 
losses which insurance companies have paid 
when they could have denied liability. But 
I believe the time is here right now when 
there is likely to be a stiffening up on the 
part of insurance companies in the payment 
of certain losses, and perhaps rightly so. Let 
us not expect companies to pay losses not 
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Need for Standardized Liability Policy 


The question might arise as to just what 
specific advantages should be sought under 
a policy of this type. The question may be 
answered in a general way by stating that 
the exposure to loss faced by the trustee em- 
braces a number of more or less unknown 
hazards, or hazards which quite often may 
not be recognized or ascertained by the trus- 
tee for a considerable period of time. For 
instance, there is a time interval following 
the trustee’s assumption of liability in con- 
nection with a trust estate during which the 
trustee has to acquire knowledge of the prop- 
erties involved and the insurance which has 
been carried by the trustor, While it is true 
that most liability policies provide that in 
the event of the death of assured the policy, 
during the unexpired portion of its term, 
shall cover the legal representative of the 
assured, this provision is hedged by the re- 
quirement that notice in writing must be 
given to the insurance company within thirty 
days after the date of the insured’s death. 
It is there, apparent that if the trustee has 
not been able to give this notice within the 
prescribed time, his insurance protection un- 
der the trustor’s policy becomes vitiated. 


Some insurance authorities hold that with- 
out some provision for continuance of cover- 
age after the death of the insured (and some 
policies make no such provision) the con- 
tract properly ends upon the death of the 
insured and grants no protection to the heirs, 
administrators, executors or the trustees. 
This is on the theory that it is a personal 
contract between the company and the as- 
sured, the company having the right to se- 
lect its assureds; that there is no extension 
of the policy either specifically or by implica- 
tion in favor of the administrators or the 
executors, and that, therefore, the company 
is under no obligation to assume a claim 
against the administrator or executor. While 
the correctness or incorrectness of this as- 
sumption does not appear to have been defi- 
nitely settled by the courts, business pru- 
dence would dictate the advisability of the 
trustee taking steps to protect himself. 

This brings us to the pressing necessity 
for a liability contract which will automati- 
cally protect the trustee under these circum- 
stances pending the necessary re-arrange- 
ment of the existing specific policies. 

It would also be contemplated that any li- 
ability policy standardized for the protection 
of the trustee would afford automatic pro- 
tection with respect to various hazards and 
exposures which are either not covered by 
the usual liability policy unless specifically 
provided: for, or are definitely excluded. In 
other words, I believe that you should bring 
to the attention of insurance companies the 
fact that you require a policy which will 
cover your entire legal liability individually 
and in your capacity as fiduciary, it being 
understood, of course, that because of the 
broad coverage to be granted by this policy, 
it would operate as excess insurance and not 
as contributing insurance with respect to any 
specific liability policies that might be in 
force on the individual trust estate prop- 
erties. 

There would be many contractual details 
which would have to be worked out, but the 
matter appears perfectly practicable once the 
trust companies make known their Yrequire- 
ments. It necessarily follows that before you 
can make them known, you must recognize 
them yourselves. 


An opinion of the general counsel of the 
Home Owners Loan Corporation states that 
bondholders of the corporations have a prior 
claim for interest which ranks ahead of the 
claims of the United States Government in 
the event of the liquidation of the corpora- 
tion. 


seer 


I VENER oe 


a 


SS sss SSS 


eS a 


RE VE NE 





VECUCURCUDOTOCUCCECCUTUROCCOREORCOECRCeROtteeeattS 





519 





RULING ON MEMBERSHIP IN FEDERAL RESERVE SYSTEM 


CONNECTICUT OPINION DISCRIMINATES AS TO LIABILITY OF STATE BANKS 
AND TRUST COMPANIES UNDER FEDERAL DEPOSIT INSURANCE 





HE Banking Commissioner of Connec- 

ticut, Walter Perry, has recently re- 

quested an opinion of the State’s At- 
torney General with reference to the partici- 
pation of state banks and trust companies in 
the Federal Deposit insurance plan and mem- 
bership in the Federal Reserve System. A 
copy of Mr. Perry’s letter follows: 


“Under the provisions of Chapter 296 of the 
Public Acts of 1933, Section 1054b Supplement 
to the General Statutes 1931-1933, it appears 
that a state bank and trust company, with 
the approval of the Bank Commissioner, may 
become a member of the Federal Reserve 
System. This act became effective June 9, 
1933. The federal reserve act was amended 
by Congress, effective as of June 16, 1933, 
and contains a mandatory provision that all 
members of the Federal Reserve System must 
upon January 1, 1934, participate in the tem- 
porary plan of insurance of the Federal De- 
posit Insurance Corporation, which temporary 
plan continues in operation until July 1, 
1934. The act as amended also provides that 
all member banks must subscribe to stock in 
the Federal Deposit Insurance Corporation 
and accept its provisions as to the insurance 
of bank deposits as a permanent feature of 
the act beginning on July 1, 1934. 


Due to provisions which are contained in the 
charters of our state banks and trust compa- 
nies, or statutes relating to the operation of 
these institutions and the relationship be- 
tween the depositors of these banks to the as- 
sets of the corporation, the question has 
arisen as to whether or not it was the in- 
tention of the General Assembly to authorize 
our state banks and trust companies, by be- 
coming members of the Federal Reserve Sys- 
tem, to participate in either the temporary or 
permanent deposit insurance provisions of the 
act without a specific authorization to that 
effect. 


As to both the membership in the Federal 
Reserve System and the participation in the 
insurance features of the federal act, tempo- 
rary and permanent, the State Bank Commis- 
sioner is charged with the duty of approving 
any action which the bank may take in at- 
tempting to either become a member of the 
Federal Reserve System or to participate in 
the insurance features of the federal act. 


I would, therefore, request advice as to wheth- 
er or not the Bank Commissioner is justified 
or authorized under the act of 1933, together 
with the charter provisions of our state banks 
and trust companies, or statutes relating to 
the management of these institutions, and 





our court decisions, interpreting these provi- 
sions as to the rights of depositors, stock- 
holders and directors of state banks and trust 
companies to approve an application on the 
part of a state bank and trust company to 
become a member of the Federal Reserve Sys- 
tem or to participate as a non-member bank 
in either the temporary or permanent deposit 
insurance features of the federal act.” 


The opinion of Deputy Attorney General 
Ernest L. Averill rendered on October 25th is 
as follows, except as noted on page 520: 


Chapter 296 of the Public Acts of 1933 - 


(Section 1054b Supplement to the General 
Statutes 1931-1933), provides: 

‘Any state bank and trust company, savings 

bank or industrial bank may, with the ap- 

proval of the bank commissioner, become a 

member of the Federal Reserve System and 

subscribe to the stock of the Federal Reserve 

Bank for the district in which such state 

bank and trust company, savings bank or 

industrial bank is situated and may assume 
any and all obligations, enter into any con- 
tract or subscribe to stock of any other cor- 
poration incident to such membership.’ This 

Act became effective June 9, 1933. 

Congress, by an Act approved June 16, 
1933, amended the federal reserve act by in- 
corporating Section 12b, which provides for 
the formation of the Federal Deposit Insur- 
ance Corporation and specifies the purposes 
of the corporation and the benefits and li- 
ability which attach to federal and state 
banks when members of the Federal Reserve 
System or which subscribe to the terms of 
the act as non-member banks. By the terms 
of this amendment to the federal reserve act, 
all banks, both national and state, who are 
members of the Federal Reserve System on 
January 1, 1934, are obligated to assume the 
liabilities connected with tthe operation of 
the Federal Deposit Insurance Corporation. 
State banks not members of the Federal Re- 
serve on January 1, 1934, are permitted to 
come within the terms of the act by comply- 
ing with certain of its provisions. 


The language of Section 1054b seems broad 
enough to include any obligation which 
would have to be assumed by a state bank 
and trust company should it become a mem- 
ber of the Federal Reserve System. This 
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broad language, however, must be consid- 
ered in connection with the character of our 
state banks and trust companies, their re- 
lationship to their depositors, creditors and 
stockholders, the long continued policy of 
the state as to the operation of these insti- 
tutions, our court decisions as to the rights 
of these corporations, their depositors, cred- 
itors and stockholders, and the effect upon 
these various situations which must neces- 
sarily follow an assumption of the obliga- 
tions imposed upon all members of the Fed- 
eral Reserve System and those banks which 
seek to participate in the insurance feature 
of the federal act. These obligations ap- 
pear mandatory upon all members of the 
Federal Reserve System and any bank which 
becomes a member of the System must as- 
sume these obligations. They also must be 
assumed by non-member banks who desire 
to avail themselves of the insurance plan 
of the federal act. 

[At this point recital was made of salient 
features of the Federal Deposit Insurance 
Corporation.—EpITor’s NOTE. ] 


There is no limitation upon the number 
of assessments which may be made under 
provisions of the Act, so far the per- 
manent fund is concerned. The stock which 
member banks are obligated to purchase is 
not transferable, cannot be hypothecated, and 
cannot be held as legal investments for sav- 
ings banks, savings departments of state 
banks and trust companies and trust funds 
under our state law, neither the principal 
nor interest having been guaranteed by the 
United States. 

In the temporary insurance plan each mem- 
ber bank in the Federal Reserve System, 
whether it be a national bank or a state 
bank or trust company or savings bank, or 
any other banking institution, must become 
a participant in the temporary deposit in- 
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surance fund, It is possible for state banks 
and trust companies who are not members of 
the Federal Reserve System to become par- 
ticipants in the fund by agreeing to comply 
with the requirements of the statutes govern- 
ing the fund and the payment of an amount 
equal to the amount which would be required 
if it were a member bank. fach member 
of the fund must pay to the corporation an 
amount equal to % of 1 per centum of the 
total amount of its insurable deposits; one- 
half of which is to be paid in full at the 
time of the admission of such member to 
the fund and the remainder subject to eall 
from time to time by the board of directors 
of the corporation. The act further provides 
that if at any time prior to July 1, 1934, the 
corporation requires additional funds with 
which to meet its obligations each member 
of the fund shall be subject to one additional 
assessment only in an amount not exceeding 
the total amount theretofore paid to the cor- 
poration by such member. Should any of the 
member or participating non-member banks 
be closed on or before June 30, 1984, on ac- 
count of inability to meet its deposit liabili- 
ties, the corporation undertakes to insure 
the deposit liabilities of such bank provided 
that it will not pay more than $2,500 on ac- 
count of the approved claim of the owner of 
any deposit. 

The Connecticut statute of 1933 is couched 
in very broad language. It is permissive in 
nature. It obligates no bank to enter the 
Federal Reserve System and incidentally the 
deposit insurance feature of the federal act. 

We have already held, in the case of sav- 
ings banks, that the general language of the 
act was not intended to seriously modify, 
weaken or destroy our banking laws passed 
for the protection of the savings depositors. 
Where these interests clashed with the lan- 
guage used in the 1933 act, the literal inter- 
pretation must give way to the greater neces- 
sity of preserving our set-up of mutual sav- 
ings banks and the laws passed for the pro- 
tection of their depositors. 

As in the case of mutual savings banks, a 
general discussion of the characteristics of 
our state banks and trust companies is im- 
portant. 

As to our state banks and trust companies 
a somewhat different situation exists than 
in the case of savings banks. Instead of the 
depositors of a state bank and trust company 
owning its assets they are owned by the 
stockholders of the bank subject te a first 
lien in favor of depositors and trusts. 

“Savings banks in this state are incorporated 


agencies, without capital stock, for receiving 
and loaning the money of depositors, and the 
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assets of the corporation belong to all the de- 
positors in proportion to their deposits. While 
the bank thus becomes in a sense, the debtor 
of the depositor, it is also his agent since the 
depositor retains the equitable ownership of 
the deposit while transferring the legal title 
to the bank for the purpose of investing and 
conserving it for him. In this respect a dis- 
tinction has always been recognized in this 
state, between commercial banks or banks of 
deposit and our mutual savings banks. Bank 
Commissioners vs. Watertown Savings Bank, 
81 Conn. 261, 70 Atl. 1038; Osborne vs. Byrne, 
43 Conn. 155; Wood vs. Connecticut Savings 
Bank, 87 Conn. 341, 345, 87 Atl. 983; Lippitt 
vs. Thames Loan & Trust Company, 88 Conn. 
185, 90 Atl. 369; Price vs. Society for Sav- 
ings, 64 Conn. 362, 365, 366, 30 Atl. 139; 
Brown vs. Clark, 80 Conn. 419, 423, 68 Atl. 
1001.”—Alexiou vs. Bridgeport-Peoples Sav- 
ings Bank, 110 Conn. 400. 


Many state banks and trust companies now 
operating in Connecticut were specially char- 
tered by the General Assembly. Others were 
organized under the general law which has 
been in existence since 1913. Each of the 
charters of those incorporated by special 
act provides that the trusts of which the 
bank acts as trustee and the deposits shall be 
a first lien upon all of the assets of the bank. 
The same benefits accorded depositors in the 
liquidation of a state bank and trust com- 
pany has been part of our statutes since 
1837, substantially in the same form in which 
it exists today. Our present statute is Sec- 
tion 3935 of the General Statutes, Revision 
of 1930, and provides, as follows: 

“The avails of the property of any bank or 
trust company in the hands of a receiver or 
receivers shall be appropriated ratably to the 
payment of: (1) The charges and expenses of 
settling its affairs; (2) the circulating notes, 
if any; (3) all deposits; (4) all sums which 
have been subscribed and paid in for its stock 
by the state or the school fund; (5) all other 
liabilities; and the surplus shall be distribut- 
ed among the stockholders.” 


In Lippitt vs. Thames Loan & Trust Com- 
pany, 88 Conn. 185, a portion of the charter 
of the trust company is quoted and is typical 
of charter provisions of other state banks and 
trust companies incorporated by special act. 


“All the capital stock, property and estate of 
every kind belonging to said company shall 
be and stand charged with the fulfillment of 
said trusts, and the payment of said deposits, 
and said trusts and other funds, as the first, 
and prior lien thereon, in case of the failure 
of said corporation.” 


The Court, interpreting this provision, said: 


“In terms the section impresses a prior lien 
upon all the assets of the company for the 
payment of all trusts and deposits with it. 
The relation of debtor and creditor entered 
into between the depositors and the company 
was additionally protected by the preference 
accorded deposits in the assets. In the event 
of failure, their prior lien was to be satis- 
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fied ahead of the 
company.” 


general liabilities of the 


The Court further held that this charter pro- 
vision was to the same effect as the statute 
relating to the marshaling of claims in ex- 
istence at the time this case was before the 
court. This marshaling statute is the same 
as in existence at the present time, so that 
by both special charter and by the general 
law of the state, depositors have always oc- 
cupied a preferred position and have been 
entitled to payment in full before allowing 
the claims of any general creditors. 

Since 1907 Danks and trust companies 
which maintain a savings department or 
solicit and receive deposits as savings have 
been compelled by statute to further safe- 
guard the depositors In the savings depart- 
ment by segregating the investments made 
from such deposits and to apply these in- 
vestments solely for the payment of the sav- 
ings depositors before any part of such seg- 
regated assets can be used for the payment 
of any other obligations of the bank. This 
provision is now found in Section 3908 of 
the General Statutes, Revision of 1930. 


“All banks and trust companies maintaining 
a savings department, or soliciting or receiv- 
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ing deposits as savings, shall invest all such 
deposits so received, according to the require- 
ments of the statutes concerning the invest- 
ment of deposits in savings banks; and such 
investments shall be segregated and set apart 
and not mingled with other assets of such 
banks or trust companies, and shall be for 
the exclusive protection of the depositors in 
such savings department and shall not be li- 
able for or used to pay any other obligation 
or liability of such bank or trust company 
until after the payment of all of the depos- 
itors in such savings department. The reserve 
fund required by section 3898 in the case of 
state banks and trust companies shall not 
apply to savings deposits under this section. 
This section shall in no way limit the right of 
any trust company to receive deposits and in- 
vest its funds upon such terms and conditions 
as are provided for in its charter, except as 
to deposits in its savings department as pro- 
vided for in this section.” 


In the case of Lippitt vs. Thames Loam & 
Trust Company, Supra, our Supreme Court 
construed this provision, as follows: 


“Obviously this provision was intended to 
safeguard the savings department deposits of 
a bank or trust company by requiring: (1) 
that the investment of all such deposits shall 
be in the investments by law permitted de- 
posits in savings banks; (2) that the invest- 
ments of such deposits shall be for the ex- 
clusive protection of the depositors in the 
savings department; and (3) that these in- 
vestments shall be used to pay the savings 
department deposits before they can be used 


to pay any other liability of the bank or trust 
company. The purpose of the statute was to 
add to the protection of the savings depart- 
ment depositor and not to diminish that 
which he already had. He had, by the char- 
ter, a prior lien upon all of the assets of the 
company. He had the right to share ratably 
in the avails in the hands of the receiver in 
a certain order. Neither privilege was taken 
from him by this statute. Another protectory 
privilege was added to these. If the invest- 
ments in the savings department should not 
suffice to pay the savings department depos- 
itor in full, the unpaid balance of his deposit 
was placed on a parity with all other deposits, 
and entitled, on distribution, to share ratably 
in the order prescribed by Section 3482.” 


In the same case, in considering the ques- 
tion of set-offs the Court characterized the 
operation of the Thames Company in its 
savings department, as follows: 

“The Thames Company, in its savings depart- 

ment, was in reality operating a savings 

bank. The depositors in this department were 
the equitable owners of the savings assets 
set apart in this department, and had made 
the company their agent to receive, care for, 
and invest their moneys. Each depositor had 
an equal right to his proportional share of all 
the funds of this department. Any debt he 
owed to the department was owed to all of 
its depositors. Upon dissolution or insolvency 
he was entitled to share in its assets ratably 
with other depositors. If a depositor who 
was a borrower could set off his deposit at its 
face value against his debt, he might secure 
full payment of his deposit and a greater 
share of the assets than his fellow depositors. 

This would destroy the rule of equality, and 

give a greater share of the assets to the bor- 

rowing than to the non-borrowing depositor. 

For these reasons we have held that the de- 

positor in a savings bank, on the insolvency 

of the bank, cannot set off his deposit against 

his debt. Osborn vs. Byrne, 43 Conn. 155, 159.” 


There is a decided difference between the 
set-up of state banks and trust companies in 
Connecticut and national banking associa- 
tions, particularly as far as the interests of 
depositors are concerned, A national bank- 
ing association offers no protection to depos- 
itors over the general creditors of the asso- 
ciation. It provides no added security for 
the depositors in its savings department. On 
the other hand all of the assets of the state 
banks and trust companies are charged with 
a lien in favor of their depositors. Whether 
the depositors are commercial or savings 
they must be paid in full before general cred- 
itors can participate in the assets of the 
bank upon a liquidation. As to savings de- 
positors in our state banks and trust com- 
panies there is the added security of segre- 
gated assets which represent investments 
made from the deposits of the savings de- 
positors and which must be held and used 
solely for the payment of the savings de- 
positors before being available for the pay- 
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ment of any other obligation of the bank. 
No part of these segregated assets could be 
used to pay any of the assessments or to pur- 
chase stock in the Federal Deposit Insurance 
Corporation. In addition, if the segregated 
assets are not sufficient to pay the savings 
depositors in full, these savings depositors 
participate equally with commercial deposi- 
tors in the other assets of the bank. Under 
these circumstances the ordinary depositor 
in a state bank and trust company has a de- 
cided advantage over a depositor in a na- 
tional banking association. In a state bank 
and trust company he must be paid before 
any assets are available for general cred- 
itors, while in the national banking associa- 
tion he must participate equally in the assets 
with the general creditors and if a depositor 
in a state bank and trust company is in the 
savings department he has the added se- 
curity which we have already stated. 

In spite of the fact that our state law pre- 
fers depositors over general creditors and 
therefore places our depositors in a more 
secure position than the depositors of a na- 
tional banking association where there is no 
preference in favor of depositors, each insti- 
tution is at the same rate which 
must necessarily result in those institutions 
which do not favor depositors over general 
creditors receiving a greater benefit from the 
amount paid than those which do prefer the 
depositors over the general creditors. There 
appears to be no parity between the state 
banks and trust companies created under the 
Connecticut law, the national banks and the 
state banks and trust companies of other 
jurisdictions. Supervision is not the same, 
capital requirements are not the same, sur- 
plus requirements are different, the protec- 
tion afforded depositors is considerably dif- 
ferent, the status of general creditors is not 
uniform and the risk assumed by the cor- 
poration must vary wherever these elements 
differ, The cost of membership and the li- 
ability to assessment is alike but the benefits 
accruing to the banks are not alike. 

Consideration should be given to the fact 
that contingent liabilities are assumed in 
both the temporary and permanent plans of 
insurance. Under the temporary plan, the 
initial assessment is 1% of 1 per cent upon 
the insurable deposits. This is payable one- 
half in cash and one-half upon the call of the 
corporation. There is an added provision 
that should the corporation need further 
funds for the transaction of its business, a 
further assessment equal to the amount al- 
ready paid in can be made. This is limited, 
however, to only one assessment during the 
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six-months’ period in which the temporary 
plan is in effect. The maximum liability is 
known. It cannot exceed 1 per cent of the 
insurable deposits and may not exceed 1% of 
1 per cent of such deposits. Under the per- 
manent plan, in addition to the original stock 
subscription of 4% of 1 per cent of all the de- 
posit liabilities of the bank, there is an add- 
ed liability of an assessment of % of 1 per 
cent of the total deposit liabilities of the 
bank at such time as the debit balance of the 
insurance fund of the corporation is 4 of 1 
per cent or more of the total deposit liabil- 
ity of all banks participating in the insur- 
ance. There is no limit to the number of 
these added assessments. The maximum li- 
ability is not known. 

It is difficult to conceive that the General 
Assembly intended by the language in the 
1933 Act “may assume any and all obliga- 
tions,” to authorize our banks to assume an 
unlimited contingent liability such as is 
contained in the permanent plan. 

The insurance of deposits is such a depar- 
ture from the ordinary business of banking 
that affirmative action by the stockholders of 
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a bank is required before such bank can 
make application to become a member of the 
Federal Reserve System or to participate in 
the insurance feature of the Act. It is our 
opinion that only the corporation itself, 
speaking through its stockholders, can le- 
gally adopt such a plan. 
“The directors are the agents of a corpora- 
tion chosen by the shareholders to carry out 
the chartered purposes of the corporation. 
Practically, the stockholders are the corpora- 
tion, and there is between them an implied 
agreement that the majority shall have su- 
preme authority to direct the policy of the 
corporation in attaining its chartered pur- 
poses and shall have the power to appoint 
the usual managing agents, to whom the im- 
mediate control and direction of the corpora- 
tion’s business is delegated.—Goldblock M. 
€& L. Corporation vs. Whitlock, 75 Conn. 672. 
It is not the action of the bank, however, 
which finally determines its entrance into 
the Federal Reserve System or participation 
in the Federal Deposit Insurance Corpora- 
tion. It may make application but such ap- 
plication must be approved by the Bank 
Commissioner before it can become effective. 
It was not surprising that the act made 
membership or participation dependent upon 
the approval of the Bank Commissioner. The 
federal act was not in its final form at the 
time the Connecticut act was approved. It 
was essential that some responsible author: 
ity should be charged with the duty of pro- 
tecting our banks and their depositors from 
assuming obligations which would be not 
only inconsistent with, but contrary to, our 
long established banking policy and the many 
statutory and charter provisions designed to 
safeguard, so far as possible, the depositors 
in our banks. 
Under our statutes, a bank must maintain 
a capital. If, upon any examination, a capi- 
tal impairment be found, it becomes the duty 
of the Bank Commissioner to notify the di- 
rectors of the bank to make it good within 


sixty (60) days. If at the end of such pe- 
riod, this has not been done, the Commis- 
sioner is charged with the duty of applying 
for a receiver of the bank. All that is re- 
quired of national and state banks, under 
the federal act, to become members of or 
participants in, the Federal Deposit Insur- 
ance Fund, is that they shall be solvent, i.e. 
that their assets equal their deposit and gen- 
eral liabilities. Consequently banks may be- 
come members of or participants in the fund 
when their capital and surplus have been 
wiped out. 

Such a situation, coupled with an indefi- 
nite, unknown and unlimited contingent li- 
ability to assessment in the permanent plan 
would undoubtedly justify the Bank Com- 
missioner in withholding his approval of our 
state banks and trust companies becoming 
members of the Federal Reserve System so 
long as such membership carries with it man- 
datory obligation to become a member or 
participant in the permanent plan. 

If membership in the Federal Reserve Sys- 
tem entails the assumption of any perma- 
nent form of deposit insurance now existing 
or hereafter to be provided for, without ap- 
proval of the Bank Commissioner, it would 
be a sufficient cause for withholding his ap- 
proval of membership in the Federal Reserve 
System. If, on the other hand, it is possible 
for our state banks and trust companies to 
become members of the Federal Reserve Sys- 
tem with the approval of the Bank Commis- 
sioner and that approval is limited to the 
temporary insurance fund plan and before 
any permanent plan is effective, the Bank 
Commissioner’s approval must be obtained 
as a prerequisite to membership or partici- 
pation in such permanent plan, then we are 
of the opinion that you would be justified in 
approving an application for membership in 
the Federal Reserve System provided such 
reservation was distinctly made and agreed 
to as part of the transaction. 

As to the question whether or not you 
would be justified or authorized to approve 
an application of a state bank and trust 
company to participate in either the tem- 
porary or permanent insurance plan under 
the federal act as a non-member bank, we 
would advise that, as to the permanent plan 
you would be justified in withholding your 
approval; as to the temporary plan, you 
would be justified in approving an applica- 
tion provided the state bank and trust com- 
pany complies with all requirements as to 
financial stability, is authorized by vote of 
its stockholders and you are of the opinion 
that such action is advisable. 
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included in its income tax law a provi- 

sion that the grantor of a trust shall 
pay the income tax on income from a trust 
which is or may be applied to the payment 
of premiums upon policies of insurance on 
the life of the grantor, except policies of 
insurance irrevocably payable to tax-exempt 
charitable institutions. Ever since that time 
there has been some question as to whether 
this provision of the various income tax laws 
in effect since 1924 is applicable to irrev- 
ocable funded life insurance trusts. 


Si 1924, the Federal Government has 


Supreme Court Decides Question 

The question, concretely expressed, is this: 
If an individual creates an _ irrevocable 
trust, under which he deposits with the 
trustee not only life insurance policies upon 
his own life payable to the trustee for cer- 
tain beneficiaries named in the Trust Agree- 
ment, but in addition, also deposits funds and 
securities, the income from which he directs 
shall be applied to the payment of premiums 
on the policies deposited, will the income 
from such securities thus applied be taxable 
to the grantor? 


When this question came before the U. S. 
Supreme Court in Burnet vs. Wells, and 
Du Pont vs. Commissioner, on May 31st, last, 
the Court reached the conclusion that the 
provision in question (Sec, 219 (b) Revenue 
Acts of 1924 and 1926, now Sec. 167 (a) (3) 
Revenue Act of 1932), taxing the grantor 


with the income of trusts used to pay pre- 
miums on policies of insurance on his life, 
was constitutional as applied to irrevocable 
as well as revocable trusts, regardless of 
whether they were created before or after the 
provision was first enacted. 


Discussion of the Decisions 


1. Wells Case.—In the Wells case, the 
grantor had divorced himself from all bene- 
ficial interests in the insurance policies, had 
retained no control of any kind over the pol- 
icies or over the corpus of the trust. Upon 
the maturity of the policies the income from 
their proceeds and from the securities de- 
posited by the grantor, was to be used for the 
benefit of his children and other relatives. 


However, the Court observed that in the 
creation of the trusts, the grantor did more 
than devote his income to the benefit of rela- 
tives; he devoted it at the same time to the 
preservation of his own contracts, to the 
protection of an interest which he wished to 
keep alive. Income permanently applied by 
the taxpayer to the maintenance of contracts 
of insurance made in his name for the sup- 
port of his dependents was considered to be 
income used for his benefit in such a sense 
and to such a degree that there was nothing 
arbitrary or tyrannical in taxing it as his. 

The dissenting opinion, in which four of 
the Justices joined, took the view that since 
the grantor was not legally bound to make 
the premium payments, the income of the 
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trust applied to such payments could not 
be taxed to him, but only to the trustee. 

2. Du Pont Case.—In the Du Pont case, 
the trusts were created for a definite term, 
three years, with the privilege of renewal or 
non-renewal in the grantor; and the trust 
agreement further provided that if the trust 
terminated before the death of the grantcr, 
the stock transferred to the trustee was to 
be returned to the grantor. 

In holding that the case was ruled by its 
judgment in the Wells case, the Court said 
that one who retains for himself so many 
of the attributes of ownership, is not the 
victim of despotic power when, for the pur- 
pose of taxation, he is treated as the owner 
altogether. 


Example of Trusts Not Affected by Decisions 

As indicated, the present revenue Act con- 
tains a provision taxing to the grantor the 
income of a trust which is or may be applied 
to the payment of premiums upon policies 
of insurance on the life of the grantor. How- 
ever, the statute does not cover, and the 
Supreme Court decisions above discussed do 
not affect, the tax status of income of a 
trust which is or may be applied to the pay- 
ment of premiums upon policies of insurance 
on the life of someone other than the grantor 
of the trust. Income tax savings may be still 
effected if such a trust is properly arranged. 

For example, if an insured’s wife has in- 
come-producing property of her own, she 
could deposit some of it with a trustee under 
a trust the income from which is to be ap- 
plied to the payment of premiums on policies 
on her husband’s life. If the trust were ir- 
revocable from an income tax standpoint, 
she would not pay any tax on the amount 
used to pay premiums. At her husband’s 
death, the proceeds would be held in trust 
for her and the children’s benefit. 

Another example would be where a hus- 
band would deposit cash and securities with 
a trustee, under a trust agreement made ir- 
revocable for income tax purposes, the in- 
eome from which would be applied to the 
payment of premiums on policies insuring 
the life of his wife or child, or anyone other 
than the grantor. 

In both of the above examples, the income 
used to pay insurance premiums would be 
removed from the high tax brackets of the 
grantor, and the trustee would pay the tax, 
starting at the lowest brackets and taking 
the personal exemption as to each such trust. 

Of greater importance, perhaps, to the in- 
surance fraternity, than the effect of the Su- 
preme Court’s decisions on the use of insur- 
ance trusts as a means of income tax sav- 
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ings, is the growing recognition by the courts 
that provision for dependents by obtaining 
insurance is the discharge of a social obliga- 
tion. This was exemplified when the Su- 
preme Court, in the Wells decision, said: 

“Insurance for dependents is today in the 
thought of many a pressing social duty. Even 
if not a duty, it is a common item in the 
family budget, kept up very often at the cost 
of painful sacrifice, and abandoned only un- 
der dire compulsion.” 

The Circuit Court of Appeals from which 
the case was appealed had also given judicial 
notice to the value of insurance in fulfilling 
a social duty. The Court stated that, 

“There is, of course, a moral and social 
obligation to provide for one’s family after 
the earner is gone, and insurance is the 
means of meeting that obligation.” 


How Obligation to Provide Can Be More 
Fully Met 

However, the moral obligation is not com- 
pletely met by merely providing funds; the 
means for conserving the funds must be pro- 
vided. When a man undertakes to discharge 
the social obligation to provide for depend- 
ents by obtaining insurance, he should go one 
step further and trustee the policies, that is, 
create an insurance trust. 

If the insured selects a highly experienced 
and reliable trustee, he knows that the funds 
will be invested in sound, income-producing 
securities. The insured designates in the 
trust agreement how the income from the 
fund, and ultimately its principal, shall be 
distributed. He may authorize the trustee to 
distribute part of the principal of the trust, 
to meet emergencies. 


How Estate Liabilities Can Be Met 
Economically 

The trustee of a life insurance trust may 
be given power to prevent unnecessary losses 
in the general estate. Suppose, for example, 
th gross estate of an individual amounts to 
$500,000. After his death, the estate will 
have to meet the obligation of accrued in- 
come taxes, property taxes, cost of last ill- 
ness, funeral expenses, executor’s fees, at- 
torney’s fees, federal estate taxes, state death 
duties, miscellaneous administration costs, 
and debts. In an estate of the size men- 
tioned, these estate liabilities might amount 
to as much as 20 per cent. How will the 
obligation be met? The executor is not likely 
to find $100,000 in cash available in the gen- 
eral estate. Some of the assets of the gen- 
eral estate will have to be sold to raise the 
funds. This may prove a costly procedure, 
for forced sales of property are usually made 
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at a sacrifice, The executor, if properly au- 
thorized, may try to borrow the funds with 
securities of the estate as collateral. This 
method, even if available, is obviously un- 
satisfactory; an estate should pay off its 
debts, not merely change the form of them. 

The life insurance trust affords an eco- 
nomical method of meeting the situation. The 
grantor of the trust, that is, the insured, may 
direct the trustee, or give him discretionary 
power, to purchase securities of the estate 
from the executor at their appraised value. 
A sufficient portion of the insurance proceeds 
may thus be invested in estate assets to fur- 
nish the executor with enough funds to meet 
estate obligations. The securities purchased 
become part of the trust; the executor ob- 
tains cash economically; the settlement of 
estate is facilitated. 

Obviously, a life insurance trust is the 
ideal method of meeting the moral and social 
obligation to provide for one’s family. 


Summary 

1. Asa result of the Supreme Court’s de- 
cisions in the Wells and Du Pont cases above 
discussed, if the policies are on the life of 
the grantor of the trust, the income used to 
pay premiums on such policies will be taxed 
to the grantor, whether the trust be revo- 
cable, irrevocable for a period of years or 
entirely irrevocable, and regardless of when 
it was created. 

2. lg the trust is irrevocable from an in- 
come tax standpoint, and if the policies are 
on the life or lives of persons other than the 
grantor, no income tax is paid by the grantor 
on the amount used to pay premiums. In 
such a case, the trustee will pay the tax on 
such income, starting at the lowest brackets 
and taking a personal exemption. 


3. If the trust is irrevocable from an in- 
come tax standpoint and the policies, which 
may be on the life of the grantor, are irrevo- 
cably payable to tax-exempt charitable in- 
stitutions, no income tax is paid by the grant- 
or on the income used to pay premiums. Such 
income is deductible by the trustee without 
limitation. This is so, even though the se- 
curities used to “fund” the insurance will 
be paid over to or held for the benefit of the 
grantor’s beneficiaries after his death. 


4. Insurance has received further judicial 
notice as the best means of fulfilling a social 
obligation. 


5. An insurance trust created with a re- 
liable trust company furnishes an ideal way 
of disposing of the insurance so as to protect 
the beneficiaries and prevent unnecessary 
losses in the estate. 
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COMMITTEE ON BANKING LAW CHANGES 


president of the 
American Bankers’ Association, has named 
the following as members at large of the 
Committee on Changes in Banking Law: 

Charles F. Zimmerman, president First Na- 
tional Bank, Huntingdon, Pa. 

L. A. Andrew, vice-president First State 
3ank, Mapleton, Ia. 

J. W.. Brislawn, secretary 
Bankers’ Association, Seattle. 

M. H. Mallott, president Citizens Bank, 
Abilene, Kans. 

J. H. Puelicher, president Marshall and 
Ilsley Bank, Milwaukee. 


CHRISTMAS CLUBS—1933 

According to recent reports three hundred 
and fifty million dollars will be distributed 
to approximately eight million members of 
Christmas Clubs throughout the United 
States within the next few weeks. These 
funds held by some six thousand banking 
institutions amount on the average to $43.75 
per member, a slight increase over last year. 
The closing of participating banks as a re- 
sult of events leading up to the banking holi- 
day has occasioned a reduction of the total 
funds and membership figures by about 20 
per cent. 


Francis Marion Law, 


Washington 
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CHANGES IN PROCEDURE FOR SETTLEMENT 
OF FEDERAL TAX DISPUTES 


In a move to improve the efficiency of the 
Internal Revenue Bureau, Commissioner Guy 
T. Helvering today announced abolishment 
of the special advisory committee and sub- 
stitution of a technical staff, attached to his 
office, with broader powers in the settlement 
of tax cases. 

“This staff will negotiate with taxpayers 
and other representatives for the settlement 
without formal litigation of cases of dis- 
puted income, profits, estate and gift taxes 
pending before the United States Board of 
Tax Appeals or arising out of the mailing 
of deficiency notices under the various rev- 
enue acts,’’ Helvering said. 


To Settle Disputes 

“The object of the reorganization is to af- 
ford to the public a more direct and expedi- 
tious procedure for the settlement of these 
tax disputes. Officers who will represent the 
Commissioner in settlement negotiations will 
be designated as technical advisers. Each 
adviser will personally conduct the negotia- 
tions on behalf of the Commissioner and be 
personally responsible for the basis of the 
settlement agreed upon, but his conclusions, 
before submission to the Commissioner for 
acceptance or rejection, must be verified and 
concurred in by a senior technical adviser. 

“A senior technical adviser will be desig- 
nated for each group of technical advisers, 
and ordinarily will participate actively in the 
consideration of the cases so as to be per- 
sonally familiar with the questions involved. 
This procedure will dispense with unneces- 
sary and multiple review, and will tend to 
insure that the supervisor who reviews the 
settlement proposals has personally heard a 
discussion of the salient points involved in 
the case. 


“This is another step in the Administra- 
tion’s program for curing the defects in the 
procedure for collecting back taxes. Plans 
are under way which affect the entire pro- 
cedural course of tax disputes within the 
bureau, concerning which announcements will 
be made from time to time in the future. It 
suffices to say at present that their object is 
the swift settlement, necessarily with the 
taxpayer’s cooperation, of all tax disputes 
Without recourse to litigation except in fun- 
damental and far-reaching cases. 

“The personnel of the technical staff has 
been selected and will occupy the same quar- 
ters in the Internal Revenue building as are 
now occupied by the special advisory com- 
mittee. 

“The senior technical advisers selected by 
the commissioner are as follows: Paul F. 
Cain, Milton E. Carter, Frank T, Edding- 
field, Leslie Gillis, Grover C. Hammond, Au- 
brey R. Marrs, Leonard C. Mitchell, Joseph 
K. Moyer, Arthur H. Murray, C. L. Reddish, 
Fred O. Replogle, Perley J. Rose, William J. 
Steiner and Henry L. Young. Aubrey R. 
Marrs will head the technical staff.” 


FORT WAYNE BANK REORGANIZED 

Officers of the reorganized Fort Wayne Na- 
tional Bank, Fort Wayne, Ind., have been 
announced as follows: President, Fred S. 
Hunting; active vice-president, G. A. West; 
vice-president, Fred B. Shoaff; cashier, 
Frank J. Mills and trust officer, C. W. Dan- 
nenfelser. Mr. West, the active vice-presi- 
dent, was formerly a vice-president of the 
National Shawmut Bank, Boston, and re- 
cently has been connected with the Recon- 
struction Finance Corporation. 
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BASIC CONSIDERATIONS OF THE RAILROAD PROBLEM 


REPORT OF RAILROAD SECURITIES COMMITTEE INVESTMENT BANKERS 
ASSOCIATION OF AMERICA, OCTOBER, 1933 


HE report of the committee presented 

in 1932 voiced the hope that the long 

decline of business had been checked 
and expressed the belief that a slow and 
gradual improvement was in the making. 
Despite an unsatisfactory first quarter, the 
result of the banking crisis, the current year 
has been one of distinct encouragement for 
the railroads. In May, for the first time in 
four years, the car loadings of carriers rose 
above the corresponding figures of the prior 
year and have continued above last year in 
the face of unsatisfactory crop situations in 
certain sections. 

The estimates of the best authorities of 
the results for the current year for the Class 
I railroads showing that total net income 
will approximately equal total fixed charges 
obscure, however, the most striking devel- 
opment of the year—the ability the carriers 
have shown so to curtail expenses that a 
considerable part of increased gross revenue 
has been carried to net. In the first four 
months of 1933 the Class I roads, with 
gross earnings $206,000,000 below those of 
January-April, 1932, reported net from op- 
erations only $33,000,000 below the figures of 
1932, while in May, June and July, with 
gross earnings only $96,000,000 above the 
figures of 1932, net from operations increased 
$129,000,000. This careful control of ex- 
penses in part reflects decreases in transpor- 
tation costs, and in part decreases in main- 
tenance costs. During the first six months of 
this year, maintenance for the Class I roads 
was $84,000,000 below the corresponding fig- 
ures of 1932, and transportation costs $88,- 
000,000 below the comparable 1932 figure. 
The necessities of the depression have taught 
railroad managers many new methods of eco- 
nomical operation. 


As a result, while operating revenues for 
the whole year will probably be only moder- 
ately above those of 1932, the Class I roads 
as a group should just about cover fixed 
charges, whereas in 1932, they fell short of 
that mark by $139,000,000. This, obviously, 
does not mean that every Class I road will 
cover its charges, but it does reflect a dis- 


tinctly improved condition as compared with 
a year ago. 


Improved Financial Position of Carriers 

The result of the reversal of conditions 
has been a significant change in the rail- 
road picture as compared with that of a 
year ago—a change which has been reflected 
in the higher price level of all classes of 
railroad securities. Whereas continuation of 
the traffic levels then obtaining had meant 
continuation of financial difficulties for al 
except the strongest carriers, the lift in traf- 
fic and earnings since April should enable 
numerous carriers which, previously, were 
in doubtful position, to earn their fixed 
charges for the year 1933. Still others have 
been able to carry on without the further 
recourse to the Reconstruction Finance Cor- 
poration which then seemed probable. From 
May to September, disbursements by the R. 
F. C. were $24,000,000 and in this same period 
$30,000,000 was repaid to the corporation. 

Despite this improved position, the loans 
extended by the two emergency agencies— 
the Railroad Credit Corporation and the Re- 
construction Finance Corporation—still out- 
standing are substantial in amount. The 
former, since its inception, has made gross 
loans totaling $73,692,000 out of the proceeds 
of the emergency freight rate surcharge, and 
up to August 29th, the Reconstruction Finance 
Corporation had lent $381,312,000, with an 
additional sum of $27,305,000 authorized and 
at the disposal of borrowers. Of these lat- 
ter sums, about two-thirds was advanced to 
assist carriers in meeting maturing obliga- 
tions or to provide funds for capital improve- 
ments. On the other hand, the improved po- 
sition of certain carriers had enabled them 
by October 15th to make substantial repay- 
ments; $5,217,000 to the Railroad Credit 
Corporation, and $50,184,000 to the Recon- 
struction Finance Corporation. No such re- 
payments seemed probable or possible a year 
ago. 

It should be borne in mind, however, that 
while the situation is much improved, a de- 
cline in traffic would again precipitate a 
crisis quite as serious as that which the 
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varriers faced a year ago, and there are 
still important systems which do not pos- 
sess full recourses to meet their needs, es- 
pecially in meeting maturities, thus necessi- 
tating readiness by the Reconstruction Fi- 
nance Corporation to continue its lending 
operations next year. 


Physical Condition of Railroads 

The smaller sums spent for maintenance in 
recent years has led to considerable discus- 
sion of the physical condition of the rail- 
roads and the amount of railroad mainten- 
ance which has been deferred and which 
must, therefore, be a drag onearnings in the 
future. Some such deferred maintenance ex- 
ists, but it is easy to exaggerate the amount 
of it if dependence rests solely upon the mere 
figures showing the decreased maintenance 
costs of recent years as compared with the 
prosperous years prior to 1930. Comparison 
of the figures in 1929 with necessarily rough 
estimates for 1933 do show a striking differ- 
ence—for maintenance of way the decrease is 
estimated at $500,000,000, for maintenance 
of equipment $580,000,000. In this connec- 
tion, it must be recalled, however, that in 
1929, with a flood tide of traffic and gross 
revenues, maintenance expenditures reflected 
managerial judgments of maximum antici- 
pated needs. Those expenditures, therefore, 
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cannot fairly be taken as a measure of re- 
quirements in more recent years or for the 
years to come. 

Conditions of railroad operation have 
changed materially in the interim and new 
standards of stern reality have been inaugu- 
rated. Maintenance of track has been con- 
centrated on the more important through- 
traffic lines and only the equipment needed 
to handle the currently diminished traffic vol- 
ume has been fully maintained. The stand- 
ards of maintenance, especially of roadway, 
during the years preceding the depression 
were, in many instances, more expensive than 
it is now necessary to contemplate. More- 
over, wages have been temporarily reduced, 
the efficiency of labor has incrceased, the 
cost of materials has declined, and, judged by 
results, management has displayed a great- 
er ability than ever before to spend main- 
tenance money effectively. 

The simple fact, which must stand out in 
any discussion of this problem, is that the 
present railroad machine on the whole is in 
condition to furnish adequate service at the 
present level of traffic. No better proof of 
this fact could be afforded than the strik- 
ing results obtained in the past several 
months in converting the major portion of 
a substantial increase in gross into net. This 
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would be impossible of accomplishment with 
a physical plant and equipment in a poor 
state of maintenance. To be sure, there is 
track which must be brought to a higher 
standard to serve a larger volume of traf- 
fic and there is some equipment not in cur- 
rent use which needs repair, the major part of 
which will be repaired as and when in- 
ereased traffic volume requires its use. This 
process, gradual or abrupt, as the event may 
prove, will be controlled by a commensurate 
increase in gross revenues which to some ex- 
tent will also govern the necessary increases 
in the expenditures for maintenance of track 
and other structures. 

Various suggestions have been made that 
these carriers anticipate their needs and, 
where funds are not available in the cor- 
poration treasury, borrow from the Recon- 
struction Finance Corporation or the Public 
Works Administration in order to make up 
such deferments in maintenance as in fact 
do exist. The unreadiness of the railroad 
managements to burden themselves with the 
interest payments incident to such borrowings 
is understandable because of their ability to 
handle the present volume of business eco- 
nomically. There is the possibility that a 
special owning and leasing corporation, fi- 
nanced by government funds, will be cre- 
ated to build and lease equipment to the rail- 
roads on terms not dissimilar from those now 
covering the use of existing equipment fi- 
nanced by equipment trust certificates. To the 
extent that additional equipment is, in fact, 
needed to perform the present or prospective 
transportation service of the country, such 
use of public funds might well be justified 
as an emergency measure. However, such 
financing by the federal government should 
not be carried to an extent such as to im- 
pair the security underlying outstanding 
equipment trust issues. It is also appropriate 
as an emergency work measure, that govern- 
ment funds be utilized to finance the pur- 
chase of rail and railroad managements 
would be justified in obligating their com- 
panies for near term rail requirements if the 
financing can be done in a way not to unduly 
burden the railroads. 


Previous Recommendations of the Committee 

The 1932 report emphasized two steps in 
the formulation of a National Railroad Pol- 
icy: (1) the urgent necessity of meeting the 
temporary and emergency condition arising 
out of the depression by continuing the wage 
reduction and ensuring the effective opera- 
tion of the Railroad Credit Corporation and 
the Reconstruction Finance Corporation ; and 
(2) the development of a permanent railroad 
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policy which would mean a general revamp- 
ing of the laws covering the operation of the 
transportation agencies of the country. 

The first of these steps was taken and that 
emergency handled, in the main, with very 
real success. It should be noted, however, 
that the wage reduction unless further pro- 
longed by agreement at its date of expira- 
tion on June 30, 1934, will automatically ex- 
pire and that the freight rate surcharge 
lapsed on September 30th of this year, so 
that the useful function performed so ef- 
fectively by the Railroad Credit Corporation 
will not be operative in 1934. Since March 
Sist, these surcharges have been retained by 
the individual railroads, and have not been 
available to the Railroad Credit Corporation 
for distribution as loans. This necessarily 
throws a large burden of responsibility on the 
Reconstruction Finance Corporation to work 
constructively with the carriers during the 
year to come. 

While the emergency has been successfully 
met, the real problem still remains, the for- 
mulation and enactment of a sound and com- 
prehensive national railroad policy. During 
the special session of Congress, however, it 
proved impracticable to develop a complete 
program for the railroads. Instead, a short 
but, in many respects, a highly significant 
piece of emergency legislation—the Railroad 
Coordinator Act—was passed. This Act, in 
addition to providing for the retroactive re- 
peal of recapture which fortified the financial 
soundness of certain of the stronger carriers, 
set up a new agent of the Federal Govern- 
ment, a Coordinator. 


Railroad Coordinator Act 
Under the provisions of the Act, which is 
to be in force only until June 16, 1953 unless 
extended by Presidential proclamation for 
one year or a part thereof the railroads are 
relieved of the requirements of the anti-trust 
laws. Machinery for cooperation by the car- 





riers with each other, in the effort to avoid 
unnecessary duplication, and preventing 
waste through the joint use of facilities of 
pooling is thus provided. This provision of 
the law, which as originally introduced, held 
out the promise of attaining real economies, 
was, however, largely nullified by a subse- 
quent section which requires that the num- 
ber of employees shall not be reduced below 
the number in service during May, 1933, 
because of any “coordination” measure, nor 
shall an employee’s wages be reduced below 
the amount he was receiving in that month. 
The field for coordinating efforts was thus 
greatly circumscribed. Should business im- 
prove materially during the life of the Act, 
the situation in this respect would be im- 
proved, but meanwhile the Coordinator and 
the railroads are greatly hampered in their 
efforts. 

The second main provision of the Act re- 
quires the Coordinator to investigate the 
means for improving transportation and la- 
bor conditions and to submit recommenda- 
tions for further legislation. Mr. Eastman, 
the Coordinator, has had a long experience as 
a member of the Interstate Commerce Com- 
mission and, since taking his new office, has 
been engaged actively in making investiga- 
tions to provide the necessary background 
for the rewriting of the federal laws gov- 
erning railroad operations. Thus the devel- 
opment of a permanent railroad policy and 
the development of a new Transportation 
Act may be assumed to be one of the impor- 
tant tasks to be undertaken when the Con- 
gress convenes next year. 


Bankruptcy and Securities Acts 


Meanwhile, it is important to note the 
Bankruptey Act passed in the closing days 
of the last Congress. Passage of such an act 
vas urged by the National Transportation 
Committee, and its enactment was of major 
importance in providing machinery for an or- 
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derly and inexpensive adjustment of capital 
structures. The passage of this legislation 
had the helpful guidance of the Interstate 
Commerce Commission and, while amend- 
ments may prove necessary to ensure the full 
advantages to be expected from this legisla- 
tion, the existing Act must be recognized as a 
step forward in the solution of a difficult 
problem in railroad finance. 

It is clear that, in the administration of 
the Bankruptcy Act, a difficult question will 
arise as to the length of time which is to 
elapse before reorganization of a particular 
property. Reorganization in the midst of 
a business depression must in the nature of 
things be more drastic than when postponed 
to a time when business has recovered. The 
burdens of such a reorganization necessarily 
fall primarily upon the junior bondholders 
and stockholders, whereas postponement of 
reorganization to a more favorable time may 
permit of more liberal treatment of these 
groups of security holders. As a matter of 
theory, it is only after the railroad business 
as a whole is on a sound basis that no one 
can really tell to what extent the holders of 
the bonds and stocks of any one particular 
railroad should be called upon for the sac- 
tifices required in order that the securities 


of the reorganized company may meet the 
requirements of sound investments. 

Procedure under the Bankruptcy Act has 
not yet been clearly defined; up to now its 
largest importance has been the _ relief 
afforded against a variety of jurisdictional 
disputes involving needless expense and du- 
plication of court orders. But it does pro- 
vide the means for an orderly and simple 
method of procedure by a railroad unable to 
meet its obligations. Its effectiveness will 
necessarily be governed in no small degree 
by the extent to which the Interstate Com- 
merce Commission—or whatever agency may 
be provided in the new law—<interprets its 
responsibilities on principles of sound com- 
mon sense. A narrow and doctrinaire atti- 
tude can destroy much of the helpfulness 
promised by the passage of the Act. 

The experience of 1933 lends promise that 
such a statesmanlike attitude as we believe 
essential to a sound solution of the railroad 
problem will be shown by the Commission. 
During the year, the work of that body has 
been indicative of full realization of the im- 
portance of maintaining the carriers’ finan- 
cial position. On the one hand, there has 
been greater readiness to permit the aban- 
donment of branch lines where continued op- 
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eration meant a continuing burden upon in- 
terstate commerce, and on the other, there 
has been effective resistance to the attempts 
to lower rail revenues through comprehensive 
rate reductions. On this latter point, the 
commission’s opinion of August 5th, in re- 
fusing to reduce rates, is a well reasoned and 
statesmanlike argument. Likewise, the com- 
mission has, in its work with the Reconstruc- 
tion Finance Corporation, interpreted its re- 
sponsibilities upon principles which have in 
the main been sufficiently broad to meet the 
emergencies which were faced. 

Railroad securities are exempted from 
some of the provisions of the Federal Securi- 
ties Act. While this partial exemption avoids 
the necessity of registering comprehensive 
statements with the Federal Trade Commis- 
sion in the case of new issues and the obli- 
gation of securing that commission’s approv- 
al of any prospectus in such a ease, the 
general provisions as to liability of directors 
and underwriters do apply, and it is not ap- 
parent how, as a practical matter, while the 
present law remains unchanged, future rail- 
road financing can be done. 


The National Railroad Policy 

The prospect that the Congress, when it 
convenes early next year, will undertake a 
comprehensive legislative program affecting 
the railroads is necessarily of large interest 
to all investors in railroad securities. The 
Transportation Act of 1920 has failed as a 
basis of railroad policy, and we believe that 
it has failed because it is based upon an 
idea now clearly outmoded—the idea that 
the railroad occupies a monopoly position in 
the furnishing of transportation service. Not 
only have the railroads ceased to be a monop- 
oly, but they have become only one of sev- 
eral highly competitive transportation agen- 
cies. They, however, still perform 75 per 
cent of the transportation service of the 
United States. 

There are, moreover, certain important im- 
plications of the general promise which re- 
cognizes the railroad as a competitive trans- 
portation agency, implications so important 
as to justify brief emphasis. It would seem 
axiomatic that all transportation agencies, 
whether by land, air or water, should be 
treated on the same or a fairly comparable 
basis of regulation and restriction and forced 
to carry their proper share of the cost of fa- 
cilities provided at public expense. There 
should be no subsidy, direct or indirect. Only 
by creating, in so far as possible, properly 
competitive conditions, can the proper field of 
each transportation agency be ascertained 
correctly. The competitive agencies which 
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in the past ten years have materially diverted 
railway traffic and reduced the level of rates, 
are not all on a sound and self-supporting 
basis, all costs considered. They are not sub- 
ject to comparable regulation, and are not 
on a basis of competition fair to railroads. 
Thus it cannot be said that the railroad prob- 
lem of the moment is one requiring radical 
readjustment of a partially obsolete agency 
to new conditions. Real obsolescence, if such 
there is, can be determined only under con- 
ditions of fair competition. 


The fundamental aim governing the for- 
mulation of the new Transportation Act, in 
this particular, as in all others, should be to 
re-establish the railroad business, as a busi- 
ness, on a sound basis. There must be full 
and frank recognition that no legislative rem- 
edies will cure the ills of weak and short- 
sighted technical and financial managements, 
which have made their contribution to the 
present accumulation of the railroads’ 
troubles. The railroads must be efficiently 
and economically run, and unprofitable com- 
petition and duplication of freight and pas- 
senger facilities must be eliminated. The 
ground work for this policy is already being 
laid. Moreover, the railroads must desist 
from competitive rate cutting and this im- 
plies necessarily a greater degree of cooper- 
ation between railroad managements. Signi- 
ficant progress is likewise being made along 
this line. The excellent performance of the 
railroads in the past year shows, moreover, 
that the paramount necessity of efficient and 
economical operation is recognized; and the 
lessons learned in this crisis promise to be 
of permanent benefit. 


This is as it should be. The people of the 
United States are entitled to the most ef- 
fective transportation service possible at the 
lowest justifiable cost, whatever the agency 
employed. But the costs should be all-inelu- 
sive and the interest of the American peo- 
ple dictates that the railroad industry should 
enjoy a fair field and fair rules of competi- 
tion and should be placed on a sound business 
basis, so that capital will of itself flow freely 
to that industry. Only if this end is achieved 
can railroad securities take the place to 
which the large importance of the indus- 
try entitles them. This is the main thread 
of our argument; and the necessity of plac- 
ing the railroads in this position is the justifi- 
cation of the permanent railroad policy which 
we hope will develop from the present emer- 
gency. Development of such a policy is 
the next important step which the govern- 
ment should take to protect the railroad 
investments of institutions and individuals. 
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life insurance 
trusts, Bank 


of America is 
acting as trustee 


Bank of America Trust Depart- 
ment offers a dependable, eco- 
nomical service for the conserva- 
tion of estates created through 
life insurance—and for the dis- 
bursement of income and princi- 
pal for the benefit of your de- 
pendents in strict accordance 
with your own wishes. 


BANK of AMERICA 


NATIONAL TRUST & SAVINGS ASSOCIATION 
CALIFORNIA 


Bank of America National Trust & Savings 
Association, a National Bank 

and Bank of America, a California State Bank 

are identical in ownership and management 
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NEW RULE ON EXEMPTIONS FOR HOME MORTGAGES UNDER 
1933 SECURITIES ACT 


A new rule of great importance to home 
owners and prospective home owners in re- 
spect of the free making and sale of small 
home mortgages, was announced by the Fed- 
eral Trade Commission, November 1st, The 
new regulations, which also repeal the rule 
promulgated July 27, 1933, relating to notes 
and bonds secured by real estate mortgages, 
greatly extend the classes of mortgages ex- 
empted from registration under the Securi- 
ties Act. The former rules were in such poor 
accord with the practical conditions of ordi- 
nary mortgage making aud mortgage sale as 
to tie up mortgage financing and the mort- 
gage business, and prevent real estate re- 
covery at this time. 

Notable gains marked in the new regula- 
tions are the following: unconditional exemp- 
tion for the ordinary small first mortgage 
or first deed of trust on a home (not exceed- 
ing $15,000, in aggregate), on bond issue se- 
cured on such mortgage. The Commission 
here follows the Home Owners Loan Corpo- 
ration definition of “home” and includes in 
its exemption mortgages on dwellings for not 
more than four families occupied in whole 
or in part as a home. The regulations ex- 
empt under specified conditions all mort- 
gage issues not exceeding in aggregate $100,- 
000, the limit permitted by the Act. Spe- 
cific exemption is granted under specified 
conditions, for renewals and extensions of 
outstanding mortgage obligations not exceed- 
ing in aggregate $100,000, the limit permitted 
by the Act; as is exemption under specified 
conditions, for issues exchanged for other 
outstanding securities, not exceeding in ag- 
gregate $100,000, the limit of the Act. They 
permit the substitution of a 10 per cent limit 
in place of the previous 5 per cent limit set 
up as a maximum cost to borrower permitted 
for exempted issues. The 5 per cent limit 
met with general protest from realtors in the 
mortgage business who pointed out to the 
Commission that the 5 per cent limitation, if 
it included, as it must include in ordinary 
commercial practice, such items as title ex- 
pense, guarantee policy, recording fees, cost 
of abstract, and so forth, left no margin, es- 
pecially in the smaller loans, for the broker 
making the loan. This condition comes up 
wherever the loaning house is to make the 
necessary expenditures for title search, etc., 
as a condition precedent to the borrowers’ 
securing the money. 


The unqualified exemption for mortgages 
on a home or on a small apartment building 
occupied in part as a home is worded to in- 
clude notes and bonds secured on such prop- 
erties, and applies both to freeholds and long- 
term leaseholds. Since the average mortgage 
on a home is for approximately $4,000, and a 
$15,000 mortgage exemption, where the loan 
Was on a 50 per cent basis, would cover 
houses and small apartment buildings up to 
a value of $30,000, the above exemption 
may be estimated to take care of approxi- 
mately 90 per cent of home mortgages of 
the country, and a very large share of mort- 
gages handled by the average realtor. 

The regulations give the benefit of exemp- 
tions to lands otherwise eligible even though 
they might (as in many parts of Pennsyl- 
vania, Illinois, Oklahoma and other states) 
be subject to sub-surface oil or mining 
rights. It provides separate treatment for 
sale of mortgage securities to a financial in- 
stitution or insurance company under State 
or Federal supervision. An offer to such an 
institution does not, in any real sense, con- 
stitute a public offering. The regulations re- 
move the former penalization of notes and 
bonds secured by mortgages where the 
amount of the individual note or bond is 
less than $500,000. 

In changing radically the system upon 
which its mortgage regulations are based, the 
Commission has introduced certain new lim- 
itations of importance to the future of the 
mortgage business, and occasioned some new 
uncertainties, which may require further 
clarification. ‘The specific exemption under 
conditions, for renewals and extensions of 
outstanding mortgage obligations not exceed- 
ing the limit permitted by the Securities Act 
and the conditional exemption for issues ex- 
changed for other outstanding securities, are 
found together in the new rules. This would 
appear to mean that mortgage extensions and 
renewals except those types otherwise ex- 
empted, are subjected to the same general 
conditions which are applied by the Com- 
mission to the exchange of one issue for an- 
other outstanding security. In other words, 
these renewals and extensions of single mort- 
gages are subject to the same general condi- 
tions as are reorganizations of a bond is- 
sue. It would appear that a very different 
problem is involved in extension of a single 
mortgage and in reorganizing a bond issue. 
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HOME OWNERS LOAN CORPORATION BONDS 

AS TRUST INVESTMENTS 
(Diversity of opinion as to legal in- 
vestments.) 

The Attorney General of Michigan has re- 
cently ruled that bonds of the Home Owners 
Loan Corporation are legal investments for 
trust funds in that state. A statute in Michi- 
gan provides that any trust company may in- 
vest its funds in bonds issued under the Fed- 
eral Home Owners Loan Act. The Attorney 
General construes this act to inelude trust 
funds. At the same time the Attorney Gen- 
eral of Montana and the Attorney General 
of Pennsylvania have ruled that such bonds 
are not legal investments for trust funds. 
The Attorney General of Connecticut in a 
long opinion, has decided that any state 
bank, trust company or savings bank, may 
exchange any delinquent home mortgage loan 
owned by it or real estate acquired in con- 
nection with such mortgages for the bonds of 
the Home Owners Loan Corporation. The 
Attorney General of Florida has decided that 
the bonds are not legal as trust investments. 
The Attorney General of Ohio under the laws 
of that state, has decided that such bonds are 
legal for investments by banks and trust com- 
panies, 

It is unfortunate that there should be such 
divergence of opinion among the states as 
to the legality of these bonds for trust in- 
vestments. If the bonds were issued as a 
government obligation, there would be no 
question. But they are issued merely in the 
place of mortgages on various properties 
throughout the country. Under the provi- 
sions of the Act it seems clear that the bonds 
which are to be issued will be protected by 
real estate at values which are low as com- 
pared with a few years ago. The bonds 


SUBSCRIBERS ARE INVITED TO AVAIL THEMSELVES OF THESE FACILITIES WHICH ARE 


should therefore be particularly attractive, 
because they amount to first mortgages on 
real estate with considerable equity in such . 
real estate even at the present low property 
values. Ultimately the courts in the various 
states will have to settle the question as to 
the legality of these bonds for trust invest- 
ments. We believe that as a general rule a 
trustee who in the exercise of good faith in- 
vests in these bonds will not be surcharged 
for loss on such investments. 


STOCK TRANSFER TAXES 
(State and Federal Requirements in 

General. ) 

At the present time only six states appar- 
ently require stock transfer stamps to be 
affixed to stock certificates. These states are 
Florida, Indiana, Massachusetts, New York, 
Pennsylvania and South Carolina. The Fed- 
eral Transfer Tax is 4c. on each $100 par 
value and 4c. on every share of no par value 
with the limitation that when the selling 
price of the stock is $20 or more per share, 
the rate is 5c. instead of 4c. These rates 
will remain in effect until July 1, 1935. At 
that date the old rate of 2c. is scheduled 
to be reinstated. 

In Massachusetts the rate is 2e. for each 
$100 of face value or fraction thereof and 
2c. a share for stock without par value. Re- 
cently New York has passed legislation pro- 
viding for regular tax at the rate of 1c. 
per share except in cases where the shares 
are sold for $20 or more per share in which 
ease the tax shall be at the rate of 2c. per 
share. In additional to this regular tax 
there has been added a special emergency 
tax which provides an additional tax of 


‘1%e. per share except in cases where the 
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Moderate Rates on American and European Plan 


shares are sold for $20 or more in which 
the additional tax is at the rate of 2c. per 
share. The rates are therefore 3c. for stock 
selling below $20 and 4c. for stock selling 
at $20 or over per share. In Pennsylvania 
the tax is 2c. per share with or without 
par value. In South Carolina the rate is 
4c. per share whether with or without par 
value. 

The stamp tax rate in Florida is 10c. per 
share whether with or without par value. 
Indiana provides a stamp tax on the actual 
value of intangibles at the rate of 5c. for 
each $20 or fraction thereof. The term 
“intangible” is held to apply to notes, stocks 
in foreign corporations, bonds and the like. 

Since the transfer tax is imposed by the 
state in which the transfer is effected, it 
makes no difference whether the stock is 
that of a domestic or a foreign corporation 
or whether it is owned by a resident or a 
non-resident. The residence of the transfer 
agent determines the right of the jurisdic- 
tion to assess the tax. Occasionally, the 
requirement of stock transfer stamps arises 
in two jurisdictions, Pennsylvania illustrates 
this point, for every transfer of stock of a 
Pennsylvania corporation, whether’ trans- 
ferred in Pennsylvania or in a foreign juris- 


diction, is subject to the Pennsylvania tax 
The result is that if stock of a Pennsylvania: 
corporation is actually transferred in New 
York, the certificate must have thereon Penn- 
sylvania stamps, New York stamps and Fed- 
eral stamps. 

Massachusetts, New York and South Caro- 
lina and the United States do not require 
a tax upon transfers of stock from a dece- 
dent to the executor or administrator of the 
estate as such, or from a trustee to a suc- 
cessor trustee. 


LAW ON TRUST INVESTMENTS IN IOWA 
(An example of ill-conceived legis- 
lation.) 

An ancient wit remarked that “the law is 
a sort of hokus-pokus science that smiles in 
yer face while it picks yer pocket.” The re- 
cent decision of the Supreme Court of Iowa 
in the Matter of Guardian of Mary Nolan, is 
disturbing to lowa fiduciaries as it involves 
not only a statute of the State of Iowa, but 
a strict decision under that statute. A guard- 
ian had $10,000 to invest for her ward in 
1929. She invested the fund in two mort- 
gages, of $4,000 and $6,000. Apparently the 
investment was safe when made; these mort- 
gages suffered from the depression and it 
was finally necessary for the guardian to 
foreclose them with a resulting loss of ap- 
proximately $5,000. 

The statute in effect prior to April 25, 1929, 
provided that where investments in funds are 
to be made by executors, administrators, 
trustees and guardians, and no mode of in- 
vestment is pointed out by statute, they may 
be made under order in certain state bonds, 
mortgages and the like Under this law 
courts held that fiduciaries might invest at 
their own risk and obtain the approval of 
the court thereafter. A statute in Iowa now 
provides that all proposed investments in 
trust funds by fiduciaries shall first be re- 
ported to the court or a judge and approval 
secured. In the case under discussion the 
guardian had reported the investments in 
1929, and also in 1930, and the reports had 
been approved. But the Supreme Court sur- 
charged her account with the loss of $5,000 
for the reason that she had not complied 
with the statute as it now exists by having 
the investments approved before they were 
made. The fact that they were approved 
after they were made by the court is of no 
significance. 

Under the old common law which required 
trustees in making investments to act hon- 
estly and in good faith and to exercise the 
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diligence, care and prudence of the average 
man, trustees were subject to court approval 
or disapproval of their investments. The re- 
sult of the Iowa decision is that if all trust 
investments are to be approved by a judge 
before they are made, one of two things will 
happen. Either judges must be surrounded 
by experts and virtually become investment 
authorities or they will have to rely upon 
information furnished by trustees. Bearing 
in mind that court calendars are at present 
overcrowded, it is obvious that under the 
Iowa system the prior approval of the court 
will amount to little more than a rubber 
stamp. At the same time it will place added 
burdens upon trustees and may result in seri- 
ous delays. 


ESTATE TAXES 
(Trustees authorized to organize a 
charitable organization.) 


A recent treasury department ruling, made 
in response to a request, refers to a case 
where a decedent directed his trustees to de- 
liver a bequest to a corporation to be organ- 
ized for education, charitable or benevolent 
purposes. Is such a bequest, by reason of this 
provision for a charitable use, exempt from 
taxes? Is the bequest deductible from the 
gross estate? The opinion of the department 
holds that it is not deductible. 


The reason for this ruling is that although 
bequests to charitable organizations are ex- 
empt from taxes, a provision under which 
trustees may organize a charitable orgainza- 
tion might result in their using the funds for 
the purpose of establishing and maintaining 


a private or benevolent institution as dis- 
tinguished from a public or charitable use. In 
the case upon which the opinion was re- 
quested the testator directed the organiza- 
tion of the corporation for “educational, 
charitable or benevolent purposes.” ‘This is 
in the disjunctive. That is, the testator 
might have had in mind the establishing of 
a charitable or an educational institution. 
3y thus drafting his will he made it pos- 
sible for the trustees to use the bequest to 
establish an institution from which earnings 
might be derived by stockholders. Although 
the certificate of incorporation provided that 
the funds received by the corporation were 
to be devoted exclusively to charitable, edu- 
cational and benevolent work, nevertheless 
the test of a valid charitable gift depends 
upon the intention of the testator as ex- 
pressed in his will, and if it is not found 
there, the trustees by their own acts, can- 
not supply the deficiency. 
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LEGALITY OF PRESIDENT’S ACTION IN 
CLOSING BANKS SUSTAINED 


President Roosevelt’s action in closing the 
banks of the country on March 6, 1933, was 
recently sustained as legal in a decision in 
the Supreme Court of the District of Co- 
lumbia. The decision, which is believed to 
be the first on this question, was made by 
Judge F. Dickinson Letts in Daly Bros., Inc., 
vs. Hickman, Conservator Franklin National 
Bank. The problem involved was whether 
Liberty Bonds ordered for a depositor in the 
Franklin National Bank here before the bank 
holiday, for which the depositor endorsed a 
certificate of deposit, but not delivered un- 
til March 13, became the property of the de- 
positor, in view of the fact that a conserva- 
tor was appointed for the bank on March 
14 and none of the depositor’s funds actu- 
ally were used in the purchase of the bonds. 
The court held against the depositor-plaintiff. 
In sustaining the legality of the President’s * 
proclamation, the Court said in part: 

“It will be seen that all banking transac- 
tions of the Franklin National Bank were 
suspended on March 6, 1933. It is urged 
by the defendant that the effect of the Presi- 
dent’s proclamation on March 6, 1933, was 
to maintain the status quo of the defendant 
bank as of that date, until otherwise changed. 
The defendant contends that, if this were not 
so, the very purpose and intent of the presi- 
dent’s proclamation of March 6, 19338, would 
be rendered of no force and effect, asserting 
that the proclamation was for the purpose 
of protecting all depositors of the bank and 
placing them on an equal footing. 

“If the President’s proclamation of March 
6, 1933, did not have the effect of fixing the 
rights of depositors and other creditors as of 
that date and if the proclamation did not 
effectually close the banks of the country, 
and did not prohibit the completion of pend- 
ing banking transactions what practical ef- 
fect could the proclamation have with rela- 
tion to the banking situation throughout the 
country, which the President had in mind 
and with which he intended to deal? By the 
act of March 9, 1933 Congress declared it a 
criminal offense for any official of any bank 
to transact business except in the manner 
permitted by the Secretary of the Treasury, 
with the approval of the President. 


Edwin H. Stratford, vice-president, secre- 
tary and treasurer of the Trust Company of 
New Jersey, Jersey City, died recently in 
Denville, N. J. at sixty-three years of age. 
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BASIS FOR ESTIMATE OF FEDERAL DEPOSIT INSURANCE COST 


In connection with the study of the Fed- 
eral Deposit Insurance Law, made under the 
auspices of the Association of Reserve City 
Bankers, the following chart showing esti- 
mated losses to depositors of state and na- 
tional banks which suspended during 1921- 
1932, exclusive of mutual savings and pri- 
vate banks, is indicative of the costs of de- 
posit insurance, had it been in effect during 
these years. The losses in the failed 
banks during recent years do not tell the 
whole story because many insolvent banks 
were kept open temporarily until the crisis 
of 1933. (Amounts in millions of dollars.) 

It is further stated, in the report of the 
association’s Committee on Banking Law and 
Practice, that if the deposits of those banks 
which have been placed in liquidation since 
the first of this year or reorganized and 


placed on an operating basis by the infusion 
of new capital, and, in many cases, the scal- 
ing down of deposits, and the deposits of 
those banks still operating on a restricted 
basis, are added to the deposits of those 
banks which failed during 1930-1932, the to- 
tal would amount to nearly $7,000,000,000, 
If all those banks had closed under a guar- 
anty plan such as the one provided for in 
the Banking Act of 1933, the losses falling 
on the fund would probably have aggregated 
over $2,500,000,000. This amount is equal to 
about 8 per cent of the deposits of all banks 
now operating on an unrestricted basis, and 
about 48 per cent of their reported capital 
funds. In many individual cases, where the 
ratio of capital funds to deposits is small, 
the burden would have been equal to 75 or 
100 per cent of capital funds. 
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$1,629 





$136 





1Estimated on the basis of experience at 11 per cent of the deposits of reopened banks and 40 per cent of the deposits 
of banks placed in liquidation. 
— at 90 per cent of the total loss to depositors because of the predominance of small institutions among failed 
nks. 


ONE-THIRD OF STOCKS LISTED ON 
EXCHANGE STILL ON DIVIDEND BASIS 


More than a third of the 1,211 stocks listed 
on the New York Stock Exchange still are 
on a regular dividend basis after four years 
of declining corporate profits, and of the 435 
dividend-payers, more than half afford a 
yield ranging between 4 and 8 per cent, ac- 
cording to a recent compilation. About 200 
of these are preferred stocks and all but 
twenty-three of those paying dividends have 
made distributions at regular intervals. 


BUY IN MONTCLAIR PROGRAM 
The Montclair Trust Company of Mont- 
clair, New Jersey, has issued a thousand 
of its one dollar drafts to emphasize the 
“buy now” campaign of the Recovery Ad- 
ministration and add to it—“Buy in Mont- 
clair.’ These drafts, issued to the com- 
pany’s employees as a five dollar gift, were 
only negotiable in Montclair in exchange for 
merchandise, and they were also sold for dis- 
tribution to the employees of other companies 

desirous of cooperating in the movement. 





Activities of Corporate Fiduciary 
Associations 


DIRECTORY OF TRUST ASSOCIATIONS 

The 1933-34 directory of trust associations 
in the United States was issued this month 
by the Trust Division, American Bankers 
Association. This publication lists by states 
the names of corporate fiduciary associations, 
showing date of organization, and present 
officers, It also indicates those organizations 
which have adopted a uniform schedule of 
fees for trust services. The names of offi- 
cers of the trust division and chairmen of its 
sub-committees are also shown. 

The foreword states: “The organization 
of trust associations throughout the United 
States has proceeded slowly but steadily for 
over thirty years until now there are sixty- 
seven organized groups of trust institutions 
actively functioning. These organizations 
include thirty-five state associations or trust 
sections of state bankers associations, nine 
county or regional associations, and twenty- 
two city associations, in addition to the trust 
division of the American Bankers Association, 

Now that uniform fee schedules are called 
for by the Statement of Principles, which is 
a part of the Code of Fair Competition of 
the Banks of the United States, trust asso- 
ciations have a greater opportunity than ever 
before for constructive activity in behalf of 
the trust business of their respective com- 
munities. 

“The value of trust associations in pro- 
moting discussion and personal friendship, 
and in enabling trust men to work together 
for the best interests of the trust business 
is generally recognized. Without such work- 
ing organizations, progress in effecting stand- 
ardization of approved practice, uniformity 
in trust fees, wise public relations, and de- 
Sirable federal and state legislation is greatly 
hampered and delayed. With such organiza- 
tions existing in every state in the Union and 
in every community which has more than 
three or four trust institutions, trust men 
would have a definite means and a useful 
mechanism for working together harmoni- 
ously and effectively.” 


TRUST CONFERENCE 

The annual conference of the Trust Com- 
pany section of the Pennsylvania Bankers 
Association will be held December 8th, at the 
Penn-Harris Hotel in Harrisburg. Arrange- 
ments for the meeting are being made by 
Asher Seip, chairman of the section, and 
president of the Lafayette Trust Company of 
Easton, and the other officers of the section. | 

Gilbert T. Stephenson, vice-president of the 
Equitable Trust Company of Wilmington, 
Del., will give a talk on the subject of the 
Code in reference to trust matters. Gwilym 
A. Price, vice-president of the Peoples-Pitts- 
burgh Trust Company of Pittsburgh, chair- 
man of the N. R. A. trust department code 
committee, will present the statewide Code 
now being formulated, for adoption by the 
Conference. Arthur B. Van Buskirk of Reed, 
Smith, Shaw & McClay, Pittsburgh, will de- 
liver an address on reports to the Orphans’ 
Court of Allegheny County in connection 
with Mortgage Pools. Lucien B. Carpenter 
of Saul, Remick, Ewing & Saul, Philadelphia, 
who was partly responsible for the prepara- 
tion of the Bank Code enacted at the last 
session of the Pennsylvania Legislature, will 
give a talk on its effect on trust work. 

The Trust Section sponsored and, through 
its Committee on Constitutional Amendment 
Affecting Investments for Fiduciaries, se- 
cured the adoption Tuesday at the state elec- 
tion of Amendment No. 3 relating to this 
matter. The Legislature will now have pow- 
er to enlarge the list of legal trust invest- 
ments. The chairman of the committee, 
Frank G. Sayre, vice-president for the Penn- 
sylvania Company for Insurances on Lives 
and Granting Annuities, will make a report 
to the conference regarding the type of se- 
curities in which trust funds should here- 
after be invested, having in mind New York, 
Massachusetts and Connecticut practice. H. E. 
Sargent, deputy manager of the American 
Bankers Association, has been invited to give 
a short informal talk. 
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PHILADELPHIA ASSOCIATION MEETING 

A dinner meeting of the Corporate Fidu- 
ciaries Association of Philadelphia was held 
November 2nd. There were no formal stated 
addresses. Robert U. Frey, secretary and 
treasurer of the association advises that the 
meeting largely concerned “shop talk.” The 
members endorsed constitution amendment 
No. 3 to the Pennsylvania State Constitu- 
tion, which was later approved by the voters 
on election day. This will put the power in 
the hands of the Legislature to define legal 
investments for trust funds in Pennsylvania. 

An analysis of the new Pennsylvania Bank- 
ing Code as affecting trust departments was 
presented to the meeting. 

In order to cooperate fully with the State 
Banking Department the members of the as- 
sociation agreed to accept and to divide 
among themselves the small non-profitable 
trust accounts held in closed banks. 


The question of reduction of the interest 
rate on mortgages has recently been consid- 
ered by the Corporate Fiduciaries Associa- 
tion of Hartford (Conn.) 


RESOLUTION RE FEE CHARGES 

The Eleventh Pacific Coast and Rocky 
Mountain States Trust Conference at San 
Francisco, October 27, 1933, adopted the fol- 
lowing resolution: 

“Resolved, That the Bankers’ National Re- 
covery Act Code Committee be requested to 
provide protection for the trust departments 
and trust companies in any given community 
from unfair competition of trust departments 
and trust companies in other communities 
that may have lower minimum fee to quote 
the fees in force in the community in which 
the prospective business may be sought and / 
or originate, provided the fees in the quot- 
ing community are higher.” 


PROGRAM OF MEETINGS 

The Program Committee of the Corporate 
Fiduciaries Association of Boston has, with 
the approval of the Executive Committee, 
arranged to have, for the year 1933-1934, 
four dinner and three informal discussion 
meetings. The Hon. David I. Walsh ad- 
dressed the dinner meeting held October 
19th. The subject of the December 7th meet- 
ing will be Wills and Will Contests. Gilbert 
T. Stephenson will be the speaker on March 
8, 1934. He will discuss “Some Aspects of 
Trust Business Abroad.” At ‘the annual 
meeting dinner on May 7, 1934, Guy New- 
hall, Esq., will present a “Review of Recent 
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Court Decisions of Interest to Corporate Fi- 
duciaries.” The informal meetings for the 
discussion of current problems on _ estate 
matters are scheduled for 5 o’clock and last 
only an hour, and are conducted as open 
forums, directed by the leader. Frederick 
A. Carroll, president, has requested the mem- 
bers of the association to ask persons in 
their institutions particularly interested in 
the subject to be discussed to attend the 
meetings and to take an active interest in 
the discussion. 

The subject of the November 16th meeting 
was the “Administration of Real Estate by 
Corporate Fiduciaries.” Robert L. Shewell 
of the Boston Safe Deposit & Trust Company 
directed the meeting. On January 11, 1934, 
Henry N. Andrews, Old Colony Trust Com- 
pany, and Frank A. Lynch, State Street 
Trust Company, will lead the discussion of 
the subject “New Tax Matters of Interest 
to Corporate Fiduciaries.”’ At the final in- 
formal meeting of the season the subject 
will be “The Workshop of the Trust Depart- 
ment,” directed by J. E, Mitchell, New Eng- 
land Trust Company, and Edward F. Mes- 
singer, Merchants National Bank. 


TRUST CHARGES UNDER CODE 

The rules for the guidance of regional 
bankers’ committees under the Code of Fair 
Competition for Banks provide that banks 
and trust companies “must” adopt a sched- 
ule of charges for various bank services. Be- 
cause of diverse conditions prevailing in dif- 
ferent localities throughout the country no 
definite schedule of charges for trust services 
are recommended in the rules. The sched- 
ules of fees for these services are required to 
be set up, based on the same underlying prin- 
ciples on which the fees for other banking 
services are worked out, such fees are to be 
collected for all trust services and should be 
such as will insure that each activity will 
at least produce sufficient profit to compen- 
sate for performing the service. The mini- 
mum fee should be uniform for all banks 
and trust companies in a competitive trade 
area. Banks and trust companies cannot go 
below those minimum rates, but should 
charge more than the minimum in all cases 
in which more than the most simple services 
are rendered. 

“In communities or territories where cor- 
porate fiduciary associations or other organ- 
izations have existing satisfactory fee sched- 
ules covering all trust services they may be 
used.” ‘This provision of the rules saves a 
great deal of work in. the preparation of 
schedules in the states, counties and cities 
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where uniform fee schedules have heretofore 
been adopted by Corporate Fiduciaries As- 
sociations. 

In some sections of the country the mem- 
bers of these corporate associations which 
have not adopted a uniform schedule of trust 
fees have believed that it was unwise to at- 
tempt a hard and fast schedule. This be- 
lief was due in part, perhaps, to the fact that 
the laws of the states wherein the accounts 
are located provide merely that the fiduciary 
shall receive a reasonable compensation. In 
the past most of these associations very gen- 
erally acted under a gentlemen’s agreement ; 
however the requirements of the Code have 
forced or hastened definite action by these 
organizations. Committees were appointed, 
and have been hard at work considering the 
various problems regarding fees and confer- 
ring with representatives of all the banks and 
trust companies in their respective territo- 
ries, preparatory to presenting their reports 
to their associations. These committees are 
keeping in close touch with their local Code 
committees in order to fully comply with all 
requirements in ample time for the reports 
to reach the Banking Code Committee that 
they may be approved by it not later than 
December 2, 1933. 

The Corporate Fiduciaries Association of 
Hartford, Conn., the Denver (Colo.) Trust 
Officers Association, and the Corporate Fidu- 
ciaries Association of Broome County, New 
York, are among those associations which 
have heretofore been operating under uni- 
form fee schedules, which have recently re- 
vised their schedules. 


Edward C. King, trust officer of the In- 
ternational Trust Company, Denver, Colo- 
rado, is chairman of the Denver Trust Offi- 
cers Association for the current association 
year, which ends September 13, 1934. 


GIFT TAX REGULATIONS 
Regulations 79 relating to Gift Tax under 
the Revenue Act of 1932 issued by the Com- 
missioner of Internal Revenue and approved 
October 30, 1933, by the Treasury Depart- 
ment, were available for distribution about 
November 15th. 


Death duties collected in Great Britain 
during the first week of November amounted 
to £5,470,000. For the financial year to No- 
vember 7, 1933, they have yielded £9,670,000 
more than the previous year, totaling £55,- 
100,000. 


Life Insurance 
Trusts 


A Handbook for the Draftsman 
By GUY B. HORTON 


Author of ‘‘Power of an Insured to Con- 
trol the Proceeds of His Policies,’’ 
and ‘‘Some Legal Aspects of 
Life Insurance Trusts’’ 


This book is a guide for all those who have 
to do with the preparation and acceptance of 
instruments creating life insurance trusts. It 
is the result of the author’s experience in 
arranging the insurance part of such trusts 
from the time they first became common. 
The discussion and the suggestions are con- 
cise and planned to be as practical and helpful 
as possible. Considerable space is devoted to 
a statement of such insurance principles and 
procedure as the trust draftsman should be 
familiar with. Simple forms are given and a 
bibliography is included for those who desire 
to study the legal problems. 67 pages. 


$1.50 postpaid 
Make check or draft payable to TRUST 
COMPANIES Publishing Association, 
Two Rector Street, New York 


PURCHASE AND RESALE INTEREST 
TAXABLE 

So-called agreements of “purchase and re- 
sale” entered into between banks and their 
customers constitute loans and the banks 
should report as gross income the entire 
amount of interest on these transactions in 
preparing income tax returns, the Internal 
Revenue Bureau recently announced. 

“In the opinion of this office the alleged 
purchase and resale agreements simply ef- 
fect a loan of money by the bank upon col- 
lateral security and such agreements should 
not be treated as purchases by the banks of 
securities for investment,” the ruling said. 

“Tt is unnecessary for the purpose of this 
memorandum to determine whether such a 
purchase and resale transaction really ap- 
proximates a chattel mortgage or a pledge. 
It is sufficient to say that in either case the 
treatment accorded the transaction by the 
bank should not be accepted for Federal in- 
come tax purposes.” 

The bureau held that banks are not en- 
titled to treat as income from tax exempt 
securities interest payable by obligators on 
such securities during the period they are 
held by the bank, but such interest should 
be treated as the income of the customer sub- 
mitting the securities as collateral. 
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The Royal Commission on Banking and 
Currency, concluding its hearings on the 
banking and currency systems of Canada, 
has issued a comprehensive report recom- 
mending several far-reaching changes relat- 
ing to the control of credit and currency. 
The most important recommendation of the 
commission, which was headed by Lord Mac- 
Millan, is for the immediate establishment of 
a central bank with the sole right to issue 
notes and other powers. Following upon 
resolutions of three international conferences 
urging the establishment of such institutions 
in all countries, this recommendation was 
designed primarily to offer a unified control 
over the credit volume by which the level of 
economic activity and of prices could be in- 
fluenced to a considerable extent. At the 
same time it was stated that the bank should 
not be charged with responsibility for the 
general price level or the price of any com- 
modity, and could not be considered as a 
source of unlimited credit. It was the be- 
lief of the Commission that the central bank 
should not interfere with existing banking 
practices, except as to creation of reserve 
deposits by the chartered banks and transfer, 
over a suitable period, of their note issues. 


Effects on Established Banking Practice 


A central bank was viewed as strengthen- 
ing rather than weakening or disturbing the 
existing commercial banks, and the specifica- 
tions were so designed. The chartered bank 
system was, in fact, recognized as having 
given admirable evidence of security, effi- 
ciency and convenience during times of uni- 
versal economic difficulty so far as the ordi- 
nary functions of banking were concerned. 
Several important modifications were, how- 
ever, prescribed; abolition of collection 
charges on checques and extension of general 
par privileges was advised, the expense to be 
recouped by extension of the custom of mak- 
ing charges by agreement for carrying active 
accounts and restriction of chequeing facili- 
ties by savings accounts. The adoption of 
by-laws to prevent directors from voting or 
being present at meetings of their boards 
when credits to themselves or any firm or 
corporation of which they are officers or di- 
rectors are under consideration was suggest- 
ed for consideration of the banks. It was 
considered unwise to restrict membership in 
bank directorates to those who are not di- 
rectors of other corporations. Another sug- 
gestion relates to abolition of the present 
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CANADIAN BANKING COMMISSION RECOMMENDS CENTRAL BANK 


statutory maximum of 7 per cent interest 
rate. On the subject of dealings in invest- 
ment securities by banks, the commission 
sees no justification for legislative interfer- 
ence with the practice of underwriting and 
distribution of Dominion, provincial and mu- 
nicipal securities, and refers to the invalu- 
able assistance given by the banks. It urges, 
nevertheless, the advisability of their re- 
fraining from dealing in or distributing for 
their own account, “any but the highest 
class securities available in the country, and 
more particularly those issued by govern- 
ments, municipalities and other public or 
semi-public bodies.” 

The report is characterized as evolution- 
ary and is based on extensive research into 
the banking history of Canada and opera- 
tions under the Finance Act. The dissenting 
opinions of two of the five commission mem- 
bers to the proposal for immediate establish- 
ment of a central bank, though qualified, is 
indicative of the limitations of such a pro- 
gram. The report states that, with the re- 
cent crisis in business, experiments with sys- 
tems of money control are justified, as the 
only means of trying out new devices lies in 
actual practice, gradually undertaken. In 
this respect, there are two general objectives : 
first, by influence of a concerted monetary 
policy to restrict economic excesses or stim- 
ulate revival, which the commission believes 
ean definitely be affected through the dis- 
count rate, purchase and sale of securities 
and operatiuns in the foreign exchange mar- 
ket, in which its operations might as often be 
restrictive as expansive. Secondly, the cre- 
ation of a central bank for Canada aims to 
provide a suitable instrument for execution 
of a national policy with regard to the ex- 
ternal value of the currency, the manage- 
ment of the Dominion public debt and in the 
promotion of intra-Imperial relations with 
the Bank of England and the Central Banks 
of South Africa and Australia, as well as 
with similar institutions under consideration 
in India and New Zealand. The growth of 
an Imperial monetary policy is indicated. 
Another feature of the report was the agree- 
ment on the need for establishment of a cen- 
tral farm loan organization with branch of- 
fices. Meantime, the banks were urged to 
meet the existing demand for short-term ag- 
ricultural credit. 

In recommending that the Central Bank, 
to be capitalized at $5,000,000, issue stock to 
the public, the Commission points to the 
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highly technical functions of banking and 
says: “It has been found in practice that a 
central bank can give most effective service 
to the community if it is free from the fear 
of interference for political ends in operating 
the delicate mechanisms of the national mon- 
etary and financial machine.’ It is consid- 
ered desirable that the bank should not en- 
gage in trade, pay interest on deposits or 
make unsecured loans, but should be in- 
hibited from competition with the present 
chartered banks, Some of the more impor- 
tant specifications outlined for the proposed 
Central Bank are: 


1. The bank should have, besides head of- 
fice branches to act as note depots, ete., and 
to take over offices of the Assistant Receivers 
General. 

2. The bank should be managed by a board 
composed of a Governor, Deputy Governor, 
Assistant Deputy Governor and six to eight 
directors, none of the latter should be bank- 
ers or bank directors and no member of the 
board should be a member of Parliament or 
any Provincial Legislature. 

3. The bank should have the sole right of 
note issue. 

4. The dividend should be limited to 5 per 
cent or 6 per cent cumulative. The remain- 
der of profits after reserves, should go to 
the government, 

5. The bank should be the banker of the 
Dominion Government and possibly of pro- 
vincial governments. 

6. A minimum deposit equal to, say 3 
per cent of its deposit liabilities in Canada 
should be maintained by each commercial 
bank with the bank. 

7. The bank should take over the issue and 
management of the public debt of the Do- 
minion Government (and possibly of the 
provincial governments. ) 

8. The bank should concentrate the gold 
holdings of the country. 

9. The bank should maintain a proportion 
of 25 per cent in gold and foreign exchange 
against its outstanding note issue and sight 
liabilities. 

10. The principal operations which the 
bank should be allowed to conduct, should 
be to buy and sell: gold, silver, foreign ex- 
change, prime bank or commercial bills. A 
limited amount of six months agriculture 
bills. Dominion and provincial securities, 
and securities of the United Kingdom Brit- 
ish Dominions, the United States and France, 
Within certain limits. 

Power should also be given to grant ad- 
vances on any of the foregoing (or other 
readily marketable securities), to accept de- 
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posits without interest, to discount secured 
promissory notes. 

11. The bank should be prohibited from: 
engaging in trade, making unsecured loans, 
paying interest on deposits, allowing the re- 
newal of bills, advancing to the Dominion 
Government in excess of say 33 1-3 per cent 
of the income expected during any one year, 
or to a provincial government in excess of 
say 25 per cent of yearly income. 


According to the Bank Act, a married 
woman in Quebec, Canada, cannot deposit 
more than $2,000 in a bank without her hus- 
band’s consent. The Canadian alliance of 
Women Voters in Quebec ask that this limi- 
tation be removed and an unlimited right 
to deposit conferred without requirement of 
the husband’s consent. The Canadian bank- 
ing commission acted upon the request of the 
alliance and recommended that the present 
restrictions upon bank deposits of married 
women in Quebec be removed. 


The total bonded indebtedness of all 
classes of municipalities in the Dominion of 
Canada in 1931 was $1,341,199,000. It has al- 
most doubled since 1919 when it aggregated 
$735,586,000. 
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FUTURE HANDLING OF MORTGAGES BASED ON EXPERIENCE 
WITH DEPRESSED REAL ESTATE VALUES 


The most serious problem both present and 
future in the sphere of mortgage loans arises 
in the everlasting human equation in the ap- 
praisement of property for loan purposes in 
the opinion of W. S. Emms, trust officer of 
the Tracy Loan & Trust Company, Salt Lake 
City, who discussed the matter before the 
Pacific Trust Conference. We have written 
laws upon our statute books regarding the 
percentage to be loaned on real property, 
when banks or building and loan associations 
are involved. It is a very easy thing for a 
state legislature to prohibit a building and 
loan association from making a loan of more 
than 60 per cent of the value of the property, 
but it is entirely a different thing to deter- 
mine that-value. There are so many differ- 
ent ways of figuring value, and none of them 
present an entirely satisfactory answer. 
Value after all is what the lawyer would 
call ‘opinion evidence,’ and no matter what 
the intelligence or experience of the apprais- 
er might be, the fact remains, that it is his 
or their opinion of what a given property is 
worth. It is easy enough to cut the apprais- 
er’s valuation in two, but a more intelligent 
method must be provided which will carry 
with it the necessary safety factors. Our 
problem is, and will continue to be, how to 
find the value of a property for loan pur- 
poses. 

“The selection of the appraiser is possibly 
of more importance than any other single 
phase of the mortgage business, and it has 
been well said, ‘That if loans are intelligently 
and carefully made, any $100 clerk can col- 
lect them, but if a $100 clerk is authorized 
to make loans, a financial genius cannot col- 
lect them.’ ” 

The following suggestions as a guide in 
the selection of competent appraisers were 
offered: First—The appraiser must be a per- 
son experienced in the sale and purchasing of 
property in the community in which the loans 
are made; he must be a man of absolute in- 
tegrity; he must be a man of sound judg- 
ment. Second—The appraiser must be guar- 
anteed a stated compensation, whether the 
loan is made or not. He should have no in- 
terest in the loan, either by commission or 
contingent fees. He should have nothing to 
gain if the loan is made, and nothing to lose 
if the loan is refused. Third—An appraiser 
must be given sufficient time in which to 
form his opinion. While these rules may 


appear very simple, it is through the viola- 
tion of them that many of the present mort- 
gage troubles have arisen. 


Competitive Lending 


“Many of the weaknesses and defects in 
mortgage loans today have arisen out of the 
vicious practice of ‘competitive loaning,’ 
where lenders have actually bid for the priv- 
ilege of loaning money,’ Mr. Emms said. 
“One lender as against the other would in- 
crease the amount of the loan, decrease the 
rate of interest, or lengthen the term of the 
loan, and inflated loans have resulted. 

“In times of abundant money, the lender 
has enthusiastically received the applications 
of construction companies and builders who 
had acquired a large tract of land, and who 
desired to erect a series of homes. Such 
loans were considered to be particularly at- 
tractive, because of the understanding that 
they were to be sold to home owners, who 
would occupy them and eventually assume 
the mortgages. In practical experience, this 
type of mortgage loaning has not proven as 
attractive as the theory, because the con- 
tractor operating on this basis has almost 
universally over-extended himself. 

“The expense and difficulty in the handling 
of this type of loan has been far greater than 
that encountered with the loan made to the 
individual home owner, It has been at this 
point where the problem of competitive loan- 
ing has become most acute; builders ‘shop- 
ping around’ to obtain the largest mortgage 
at the lowest rates of interest. It is sug- 
gested that the elimination of competitive 
loaning will in a large degree correct the 
evils arising out of this type of construction 
loans. 

“It is the duty of all loaning agencies to 
take the necessary precautions, so that over- 
building will not impair the safety and 
soundness of our existing mortgage loans. 
Overbuilding can only threaten when loaning 
agencies supply the necessary financial assis- 
tance.” 

Future Mortgage Policies 


Mr. Emms strongly stressed the advisabil- 
ity of requiring a steady reduction of the 
principal during the life of the loan and rec- 
ommended that adequate provision be made 
for the payment of interest and taxes each 
month. In cases of mortgage loans upon 
commercial properties, when a delinquency 
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occurs in the payment of either interest, 
principal or taxes, he stated that “immediate 
action must be taken. To procrastinate is 
to invite certain disaster. ... The mortgagee 
must secure possession of the property at 
the earliest possible date.” 

“In the past the first consideration, and 
in many cases the only consideration, was 
the physical security back of the mortgage 
loan. The financial capacity of the borrower 
and his ability to pay the obligation were 
considered a minor factor and often entirely 
ignored. The past few years have taught us 
that the financial and moral responsibility 
is equally as important as the property se- 
curing the loan. a. & In times of 
inflation when real estate values are increas- 
ing, the income factor must be closely scru- 
tinized.” 

Regarding the future of mortgage loans, 
Mr. Emms remarked, “Many of the funda- 
mental and basic principles of the mortgage 
business are not new at all, but simply a 
confirmation of old ideas and old ideals. 
There can be no doubt as to the future use 
of real estate mortgage loans as investments 
for trust funds; if mortgage companies and 
loaning agencies will but return to and prac- 
tice the principles which gave the mortgage 
loan its high regard and respect, many of 
the difficulties now confronting us will be 
swept away.” 


FIDUCIARIES CANNOT LOOK TO SECURI- 
TIES ACT FOR PROTECTION IN 
MAKING INVESTMENTS 

The new Securities Act will not give fidu- 
ciaries any appreciable protection in making 
new investments. “The fact that an issue 
is registered will mean nothing as far as its 
merits are concerned. The most speculative 
kinds of issues are subject to registration; 
the list of those now filed is ample proof of 
this statement,” recently remarked Alfred V. 
Godsave, vice-president and trust officer, the 
Pacific National Bank of Seattle, Wash. 

The Act may have the effect of encourag- 
ing the issue of highly speculative securities, 
Mr. Godsave asserted. “As far as the public 
generally is concerned, the fact that a secur- 
ity has been registered and no stop-order is- 
sued, may erroneously create the impression 
that the Government has approved the issue 
in spite of the provisions of the Act to the 
contrary. The fact that a stop-order has not 
been issued certainly adds some prestige even 
though it only be psychological. If this rea- 
soning is correct, it is possible that the Act 
may even encourage the issue of highly spec- 
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ulative securities by corporations and under- 
writers of little or no financial responsibility, 
while at the same time it discourages securi- 
ties issued by responsible corporations and 
underwriters.” 

Referring to the Securities Act as it af- 
fects corporate trustees in the purchase of 
new trust investments and also present hold- 
ings of trust investments, Mr. Godsave gave 
the following opinion: “As purchasers of 
securities, while theoretically it gives us add- 
ed protection, I doubt very much whether in 
actual practice we will receive much benefit 
since in selecting a trust investment we will 
pay little attention to the fact that a security 
is registered ; although, obviously, if we pur- 
chase a security which is registered we will 
be given rights not previously possessed, 
against issuers, directors, underwriters, etc., 
in the event of violations of the Act. As to 
many of the securities we now hold, and in 
which we are, after all, more vitally inter- 
ested, it is my opinion that unless some of 
the objectionable features of the Act are 
softened, general economic recovery will be 
seriously retarded, which naturally will af- 
fect adversely securities now in our port- 
folios.” 
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NEW TRUST COMPANY IN MARYLAND 

A charter has been granted to a newly or- 
ganized bank to be known as the Hagerstown 
Trust Company of Hagerstown, Md. 

It is expected that M. P. Moller, Jr., of 
Hagerstown, will be president and William 
Preston Lane, Jr., attorney-general of Mary- 
land, vice-president and chairman of the 
executive committee. The new trust company 
will have a capital of $150,000 and surplus 
of $30,000. 

Provision is made for the liquidation of 
the assets of the old Hagerstown Bank & 
Trust Company. The bank has made appli- 
cation for Federal Reserve membership. 


Ronald Ransom, vice-president of the Ful- 
ton National Bank, Atlanta, has been elected 
executive vice-president of that institution, 
and Bolling H. Jones, Jr., prominent Atlanta 
business man, has been elected to member- 
ship on the board. Mr. Ransom has headed 
the Atlanta Clearinghouse Association for 
two terms and is a past president of the 
Georgia Bankers Association. 


SHREVEPORT MERGER 

The First National Bank of Shreveport, 
La., has taken over the City Savings Bank 
& Trust Company together with its branch 
offices. Assets taken over totaled $3,227,712. 
It has also assumed all deposits of City Sav- 
ings Bank & Trust Company. 

Branches of the City Bank will continue 
as branches of First National. 


Wade H. Bynum, mayor of Baton Rouge, 
La., has been named president of the new 
City National Bank of Baton Rouge. Other 
officers elected are: W. L. Ward, vice-presi- 
dent; Lewis Gottlieb, vice-president; D. I. 
Cazedessus, cashier. 


A. 1. B. CONVENTION COMMITTEE 
NAMED 

T. Hunton Leith, general convention chair- 
man of the 1984 convention of the American 
Institute of Banking to be held at Washing- 
ton, D. C., next June, has announced the ap- 
pointment of the following advisory commit- 
tee for the convention: Chairman, Robert V. 
Fleming, president Riggs National Bank; 
vice-chairman, Francis G. Addison, president 
Security Savings & Commercial Bank, and 
Frank J. Stryker, president Columbia Na- 
tional Bank, all of Washington, D. C. 


DISTRICT OF COLUMBIA LIQUIDATIONS 

Cary A. Hardee and Norman R. Hamilton 
have been selected as receivers for liquida- 
tion of eight District of Columbia banks now 
operated by conservators, including the Fed- 
eral American National Bank, Chevy Chase 
Savings Bank, District National Bank, North- 
east Savings Bank, Seventh Street Savings 
Bank, Washington Savings Bank, Woodridge- 
Langdon Savings & Commercial Bank and 
the Potomae Savings Bank. Some 65 per cent 
of the assets of the Chevy Chase bank were 
taken over by the Riggs National Bank two 
months ago; 50 per cent of the assets of 
each of the other banks were taken over by 
the new Hamilton National Bank. 


Corcoran Thom, president of the American 
Security & Trust Company, has accepted the 
chairmanship of the Special Gifts Committee 
of the Washington (D. C.) Community Chest. 


Alfred H. Lawson, vice-president and real 
estate officer of the Washington Loan & Trust 
Company, was recently elected to the presi- 
dency of the National Union Fire Insurance 
Company of Washington, D. C. 


Warren R. Forster, member of the Recon- 
struction Finance Corporation, has been 
elected a vice-president of the new Hamilton 
National Bank of Washington, D. C., accord- 
ing to announcement of Edwin Graham, pres- 
ident of the bank. 


The Annapolis Banking & Trust Company 
has been authorized to resume business on 
an unrestricted basis. The reorganized trust 
company has a capital of $150,000 and sur- 
plus of $50,000, with total deposits of about 
$1,800,000 and operates two branches. 


The First National Bank of Bay City, 
Texas, has been granted trust powers. Capi- 
tal is $100,000. 
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C. H. WETTERAU ELECTED TRUST OFFI- 
CER OF AMERICAN NATIONAL BANK 
Charles H. Wetterau, vice-president of the 

American National Bank of Nashville, Tenn., 

has been elected trust officer of that institu- 

tion and will have charge of its trust busi- 
ness. 

Since the sale of the Nashville and Ameri- 
can Trust Company, the American National 


C. H. WETTERAU 


Vice-president, American National Bank, Nashville, Tenn- 
essee, who has been elected Trust Officer 


3ank has not entered actively into the trust 
field, but continually has a certain amount 
of trust business brought in by customers 
using the other services of the bank. It was 
to take care of this business that Mr. Wet- 
terau was elected to his new position. 

Entering the American National Bank in 
1899, Mr. Wetterau is the oldest officer of 
the institution in point of service. He is 
well known to bankers of the country, having 
served the Financial Advertisers Association 
as president in 1928-29, and is at the present 
time serving on its advisory council. 


The American National Bank of Nashville 
has adopted the plan of advisory boards for 
its branches and has elected nine advisors. 
The bank believes that with the experience 
of those chosen, it will be in a better position 
to correlate its practices to meet the needs 
of the new business era already developing 
in the South. 








—=RICHMOND. VA.=— 


CAPITAL STOCK $1,000,000 
SURPLUS (eaRNED) $500,000 


A FIDUCIARY INSTITUTION 














FLORIDA BANKERS ELECT OFFICERS 
At their annual meeting, held in Orlando, 
W. A. Redding of Jacksonville was elected 
president, Willard Hamilton, Orlando, was 
named vice-president, and W. O. Boozer, 
Jacksonville, was re-elected secretary-treas- > 
urer. 


Executive committee members are Roger 
Clapp, Winter Haven; S. W. Anderson, Win- 
ter Haven; T. E. Moody, Plant City; Lovick 
Holtezendorff, Arcadia, and Paul Davis, Win- 
ter Park. 

Chairman of the state banking section 1s 
J. Vickers, Madison, and of the national 
banking section is D. M. Barnett, Jackson- 
ville; trust section, W. H. Goodman. 

The Florida section of the American Bank- 
ers Association elected the following officers; 
E. W. Lane, Jacksonville, member executive 
council, three-year term; George Estes, St. 
Augustine, state vice-president, term of one 
year; Fred Young, Lake City, and G. R. 
Griffin, Tampa, members of the nominating 
committee; Alex Baker, Miami, vice-presi- 
dent of the division of savings banks, and 
Sam Connally, Jacksonville, trust company 
section. 


Thomas H. Fitchett, vice-president of the 
Equitable Trust Company, Baltimore, was 
elected president of the Maryland Bankers 
Association at the annual convention. He 
succeeds J. A. Walton, president, Annapolis 
Banking & Trust Company. 


Thomas J. Robertson, formerly president 
of the National Loan & Exchange Bank, has 
been elected as president of the First Na- 
tional Bank of Columbia, South Carolina. 
The bank is a member of the Federal Re- 
serve System and has a capital of $200,000 
and su~plus and undivided profits of $50,000. 
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STANDARD FORM OF BANK AUDITORS 
REPORT DEVISED 


A standard form of bank confirmation for 
use by auditors in confirming certain facts 
relating to their clients’ affairs, has been 
devised by the American Institute of Ac- 
countants, following two years of study, origi- 
nally undertaken at the suggestion of bank- 
ers. The form which will soon be printed 
for distribution by the institute is the work 
of its special committee on cooperation with 
bankers. The form is designed to meet the 
needs of bankers and auditors alike. Bank- 
ing institutions have heretofore found it 
necessary to install elaborate systems of 
questionnaires in order to compile answers 
to questions called for on the variety of 
forms received from various accountants. It 
is expected that standardization of these 
requests will eliminate much expense and 
inconvenience. 

During the course of the study sample 
forms were received from many firms of ac- 
countants and tentative form was designed 
with a view to embodying most of the desir- 
able features submitted. This form was used 
as a basis for discussion with officers of sev- 
eral large banks and was modified to meet 
their views. After submission to a large 
number of accountants the form was adopted 
without material change. 


It provides for a complete report on the 
client’s cash balance, the amount. of his 
liability to the bank in respect of loans, ac- 
ceptances and like terms, and his contin- 
gent liability as endorser of notes discounted 
or as guarantors. The form is prepared in 
duplicate so that a copy of the report can 
be detached by the banker for his files. 


HEARING IN A TRUST COMPANY’S 
VAULT 


Surrogate James A. Delehanty recently di- 
rected Mrs. Helen M. H. Flood, widow of 
Colonel Bernard A. Flood, former New York 
police officer and administratrix of her hus- 
band’s estate, and the Manufacturers Trust 
Company to exhibit at hearings before Ref- 
eree William H. Hickin securities valued at 
$45,000 and jewelry worth about $100,000 
claimed as the personal property of Miss 
Anna L..- Leek. 

Miss Leek, who was named beneficiary in 
two veteran’s insurance policies held by 
Colonel Flood, asserted her claim to the jew- 
els and securities on June 30th, and when 
Mrs. Flood refused to permit her to take 
the property from the safe deposit box Miss 
Leek started the present action. 
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A representative of the trust company ob- 
jected to the jewels being transported to Mr. 
Hicklin’s office on the ground that armed 
guards and stringent precautions would be 
necessary to protect them and the court 
agreed that the hearings should be held in 
the vaultroom. 


SURVEY OF TAXATION 
THE Tax Racket. What We Pay to Be Gov- 
erned. By Ray E. Untereiner, Pub- 
lished by J. B. Lippincott Company, Phil- 
adelphia, 162 pages; $1. 


oer 


‘he average citizen gets his tax educa- 
tion by reading his tax bill and enjoys the 
lesson so little that he refuses to inform 
himself any further on the matter,” writes 
Mr. Untereiner, in his useful survey and 
study of taxation in this country. However, 
since tax reform is highly desirable and its 
possibility, in the author’s opinion, ‘“‘more 
promising at the present moment than at al- 
most any time in our history,” he feels that 
its coming can be much speeded by public 
interest and agitation, and has therefore 
written this book “to ease the path for these 
puzzled taxpayers who want to understand 
the subject better but find its treatment in 
most books too complicated. The author has 
simplified his presentation as much as pos- 
sible, though not, he warns, to the extent of 
glossing over its difficulties. He has elim- 
inated everything but the essentials, in order 
to present in one small volume the funda- 
mental principles and problems of taxation. 

Mr. Untereiner, a member of the faculty 
of economics, California Institute of Tech- 
nology, Pasadena, and also a lawyer, consid- 
ers first the general principles of public ex- 
penditure in both theory and practice in this 
country. He shows how rapid has been the 
increase in taxation, until the rate has 
reached high figures, explains the causes for 
this and counsels the taxpayer to make sure 
that he buys with his taxes what he needs 
and desires and gets his money’s worth. 
There are chapters dealing with the inci- 
dence of various forms of taxation and the 
allocation of tax burdens between federal, 
state and local governments. Some of the 
proposals for tax reform that are already 
being made are also considered. These are 
treated realistically with a clean statement 
of the difficulties to be encountered, the pur- 
poses to be achieved and the most promising 
methods to be used. The book will give those 
interested in the subject a clear, simplified 
exposition of the fundamentals of taxation. 


eels 


PI RL WERE OTA Os 








BG iBook 


as 


Deel 
tates. 4 


Reh Piz 








PEER a 


STATUS OF NATIONAL BANK 
REOPENINGS 

During the month of October, 133 national 
banks in various sections of the United 
States, with aggregate deposits of $124,940,- 
000 frozen and $10,100,000 unrestricted, were 
licensed, chartered or liquidated, according to 
J. F. T. O'Connor, Comptroller of the Cur- 
rency. This compares with 95 national banks 
having $92,347,000 frozen and $5,823,000 un- 
restricted deposits, licensed, chartered or li- 
quidated during the month of September. 

Over 55 per cent of all the national banks 
in the United States and the District of Co- 
lumbia which remained unlicensed on March 
16, had been licensed, chartered or liquidated 
by the first of November. Of the national 
banks which remained unlicensed at the close 
of business October 31st last, 61.3 per cent 
had received approved reorganization plans 
from the comptroller’s office, 30.2 per cent 
had received disapproved reorganization 
plans, and 8.5 per cent had reorganization 
plans under consideration. 

A total of 4,518 national banks had been 
licensed and were reopened by March 15, 1933. 
On March 16, there were 1,446 unlicensed 
national banks in the country, and, of these, 
S01 had been licensed, chartered or liqui- 
dated at the close of business October 31, 
1933, while 645 remained unlicensed. The 
645 unlicensed institutions included 395 banks 
with approved reorganization plans, with 
$396,308,000 frozen and $29,232,000 unre- 
stricted deposits on October 31st. 

Since the bank holiday of last March, 14,- 
086 banks with deposits of $31,944,000,000 
had been licensed to reopen (exclusive of 
mutual savings banks) up to September 27, 
1933, according to the latest Federal Reserve 
Bulletin. The figures are as follows: 


NUMBER OF BANKS 
Number Licensed 2Unlicensed 





National Banks......... 5,798 5,005 791 
State Member Banks..... 839 753 86 
Non-Member State Banks 9,966 8,328 1,638 

TOES vw asciecccaws Sr 14,086 2,515 


DEPOSITS (000,000 omitted) 





National Banks......... .$17,708 $16,978 $ 730 
State Member Banks.... . 10,002 9,864 157 
Non-Member State Banks’ 5,984 5,102 881 

Co ee $31,944 $1,769 


1Deposits on June 30, 1933. 
*Deposits on Sept. 27, 1933. 
8Deposits on Dec. 31, 1932 or latest available. 


DEPOSIT LIQUIDATION CORPORATION 

Harvey C. Couch, director of the Recon- 
struction Finance Corporation, in charge of 
the deposit liquidation division recently an- 
nounced the appointment of twelve supervi- 
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sors, one for each Federal Reserve district, 
with special state committees to assist their 
activities, which are directed mainly toward 
enabling non-member banks of the country 
to qualify for deposit insurance January 1. 
Mr. Couch said, in part: “Through these 
committees it is expected to obtain coopera- 
tion between all state and governmental 
agencies in the purchase of preferred stock 
by the R. F. C. The committees have been 
instructed to cooperate to the fullest extent 
with state banking authorities, and it was to 
bring about this coordination that the state 
eapitals have been selected as the scene of 
operation. 

“Two purposes are included in the efforts 
of these communities. One is to be of all 
possible assistance in the qualification of 
all state non-member banks for deposit insur- 
ance, and the second is to strengthen the cap- 
ital structure of all banks so that they may 
have ample capital to meet the normal and 
local needs of their communities in connec-- 
tion with the President’s recovery program. 


FIRST REPORT NATIONAL BANK OF 
DETROIT 

The October 25th statement issued by the 
National Bank of Detroit discloses the very 
satisfactory progress made by that institu- 
tion since its organization as a partnership 
between the Reconstruction Finance Cor- 
poration and important industrial interests 
in Detroit. As against the 4,386 depositors 
with deposits of $29,629,000 on March 31st 
after the first week of operation, the bank 
now has over 89,000 depositors with total 
balances of $163,503,397; $697,508 has been 
added to undivided profits and the bank re- 
ports that it has been running “in the 
black” since May 2nd. 

The statement shows total resources of 
$189,459,085 of which $104,875,087 are in 
cash and government bonds, and $78,024,- 
510 in loans and discounts. In publishing 
its statement the bank’s advertisement notes 
that, “at this time when many banks are 
giving consideration to the sale of preferred 
stock to the Reconstruction Finance Cor- 
poration, the results of this bank’s opera- 
tions for the first seven months are published 
as being of possible interest.” The Recon- 
struction Finance Corporation is represented 
by one director. 


The Northwest Bancorporation, Minne- 
apolis, has elected Robert F. MacTavish sec- 
retary, to succeed D. R. West, resigned. Mr. 
MacTavish was with the Northwestern Na- 
tional when the Bancorporation was formed. 
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WILL OF CHARLES H. SABIN 

The entire residuary estate of the late 
Charles H. Sabin, chairman of the board of 
the Guaranty Trust Company and promi- 
nent figure in American finance, is left to his 
wife, Mrs. Pauline Morton Savin, his will re- 
cently filed for probate reveals. 

Mrs. Sabin, a leader in the drive to repeal 
the prohibition amendment and long active 
in social and political fields, is to receive 
two-thirds of her husband’s residuary estate 
outright and a life interest in the remaining 
third. The size of the estate was not re- 
vealed by the probating of the will. 

A bequest of $50,000 -is left to the Boys’ 
Club, Manhattan, of which Mr. Sabin was 
president and in which he was keenly inter- 
ested for a number of years. A trust fund 
to enable the payment of $2,000 annually to 
Charles H. Sabin, Jr., his son by a previous 
marriage, is to be established. The will also 
states: “I make no further provisions than 
herein before stated for my said son Charles 
H. Sabin, Jr., because I feel that he is am- 
ply provided for by the provisions for his 
benefit in a trust indenture made by me with 
the New York Trust Company as trustee.” 

To Ruth Ogden Sabin, daughter-in-law, Mr. 
Saving leaves a $5,000 annual income from 
a trust fund to be created. The income is 
to be paid to her during her lifetime or until 
she remarries, in which event the principal is 
to go to her son. 

The one-third of the residuary estate, from 
which Mrs. Sabin is to receive income during 
her life, is, on her death, to go to Charles 
Sabin, the grandson, or his descedents. If 
the grandson is dead and has no descendants, 
that part of the estate is to be disposed of 
by Mrs. Sabin in her will. 

A trust fund is created for Caroline W. 
Sabin, a sister, which will pay her $5,000 
annually. Mrs. Sabin and the Guaranty 
Trust Company are named as co-executors 
and the trust company as trustee of the trust 
funds created. 


CANADA SUES FOR DEATH TAXES 

The Attorney General for Ontario is suing 
the executors of the estate of the late David 
Fasken, solicitor, Toronto, who died on De- 
cember 2, 1929, for succession duties on the 
sum of $2,374,461, and accrued interest at 8 
per cent per annum from December 31, 1924. 

The defendants to the action are Alice 
Fasken, Robert Fasken, Alex. Fasken and 
Charles Q. Parker, executors, and Alex Fas- 
ken, Chas. Q. Parker and James Aitchison, 
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trustees under a declaration of trust dated 
December 31, 1924 and appointed on May 6, 
1931. The statement of claim sets forth that 
in 1913 the late David Fasken purchased ex- 
tensive tracts of land in Texas, the title to 
be taken in the name of Midland Farms Com- 
pany which he organized and incorporated in 
Texas. The purchase price was provided by 
David Fasken. On December 31, 1924, Fas- 
ken procured a written acknowledgment from 
Midland Farms of indebtedness for this 
amount then due and outstanding. 

David Fasken had this acknowledgment 
made out not to himself, but to the trustees. 
In the acknowledgment the sum of $2,374,- 
461 is stated as due with interest at 8 per 
cent from December 31, 1924. This acknowl- 
edgment of indebtedness was prepared in 
Ontario and executed at Midland, in the 
State of Texas. 

The Attorney-General claims the acknowl- 
edgment of indebtedness and the declaration 
of trust were always in possession of David 
Fasken or others at his direction and he had 
the right of disposition of the same, They 
were among his papers at his death. No 
payment had been received on account of the 
principal of this indebtedness up to Mr. Fas- 
ken’s death and no death. duties of any kind 
have been paid on it in Texas or elsewhere, 
the claim states. A declaration is asked that 
this trust forms a part of the estate subject 
to duty in Ontario. 

The defense is that the declaration by Da- 
vid Fasken is not an Ontario settlement, that 
Robert Fasken, trustee, is now and was a 
resident of California, that Andrew Fasken 
resides in Texas, and that Alex Fasken is a 
resident of California. The defense further 
sets forth that David Fasken for some years 
before his death had received no benefit from 
this investment, that the interest had been 
paid to the three sons in the United States, 
and that the trust was in the form of a gift 
to them. 

The Attorney General claims that the dec- 
laration of trust was drawn up in Ontario, 
that the trustees appointed by it and later, 
when changes were made in the personnel, 
were all persons resident in Ontario. 


An attorney from Texas, called by the 
plaintiff, stated that according to the laws 
of Texas, taxation on an estate depended on 
domicile. Witness testified as to the form of 
trust documents used in Texas. Counsel for 
the Attorney General said his intention was 
to prove that the trust document was an On- 
tario instrument. 
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THE RISING DEMAND FOR SOUND 
MONEY 

The Chamber of Commerce of the State of 
New York has assumed leadership of the 
eampaign for return to a gold standard and 
abandonment of currency experiments, and is 
taking steps further to crystallize public opin 
ion throughout the country on the most vital 
issue now before the American people. 

Copies of the resolutions which were adopt- 
ed at the meeting are being sent to chambers 
of commerce, boards of trade and other civic 
and business organizations throughout the 
country, asking them to join forces in a great 
national demonstration for return to a sound 
money policy. It believes that public opin- 
ion will thus be aroused to so great an extent 
that the President no longer can ignore the 
ery for sound money from business men 
throughout the nation, regardless of what 
the advisers of the Administration may coun- 
sel. 

This action of the chamber is the first pro- 
nouncement by a prominent business and 
commercial organization in the east, although 
other groups—including among them the 
American Federation of Labor, the American 
Legion, and the Crusaders, representing a 
substantial portion of the country’s popula- 
tion, have already declared emphatically 
against inflation. In New England the New 
England Council, headed by Henry D. 
Sharpe, has taken a census of 210 business 
men, all but one of whom were strongly op- 
posed to currency inflation. 


LOANS AND DISCOUNTS INCREASING 

In an effort to show that deflation of New 
York bank credit has been largely com- 
pleted, the bank stock firm of Hoit, Rose & 
Troster of New York has completed a study 
Which shows reductions in cash and gov- 
ernment securities holdings of leading banks 
in proportion to gross deposits, whereas loans 
and discounts were increased. ‘This,’ says 


the analysis, “was contrary to the experi- 
ence of the comparable quarter in 1932, when 
despite the normal seasonal tendency for 
loans to increase, loans and discounts de- 
clined and cash and government securities 
increased. Coming as it does after a long 
period of liquidation of bank loans, this ex- 
pansion, although moderate, is significant in 
indicating virtual completion of the deflation 
process.” ; 


LITERATURE ON INFLATION 

Nervousness occasioned by the Administra- 
tion’s experiments with the monetary system 
have given birth to a growing literature on 
sound money and on the ills of inflation. 
Among the institutions which have devoted 
copious attention to these subjects in their 
monthly letters may be mentioned the Na- 
tional City Bank of New York, the Guaranty 
Trust Company of New York and the First 
National Bank of Boston. 

The Bank of New York & Trust Company, 
the only New York City bank in existence at 
the time of the French Revolutionary epi- 
sode of issuance of paper assignats, has dis- 
tributed booklets containing the celebrated 
essay by Andrew Dickson White: “Fiat Money 
Inflation in France: How it came, What it 
brought and How it ended.” Mr. White’s 
account of those events in France is inter- 
esting and instructive and emphasizes the 
fact that the program was embarked upon 
by the liberal economic thinkers of the time. 


The Chemical Bank & Trust Company has 
issued a booklet entitled “Inflation and Your 
Money,” written by Edward H. Collins, and 
published in leading newspapers, Hight dis- 
tinguished citizens, representing both major 
political parties, sponsored this discussion. 

Walter E. Frew, chairman of the Corn 
Exchange Bank Trust Company, has pub- 
lished and is distributing a booklet contain- 
ing extracts from messages on sound money 
and the adverse effects of inflation which 
were sent to Congress by Grover Cleveland. 
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PROPOSED DISSOLUTION OF FIRST 
SECURITY CO. 


First Security Company, known through- 
out the country as affiliate of the First Na- 
tional Bank of New York and, dating from 
1908, one of the oldest organizations of its 
kind, has announced to its shareholders, who 
are also stockholders of the bank, that it 
proposes to liquidate and dissolve. As of 
October 30th its remaining assets had a mar- 
ket value of $11,033,653, an amount sufficient 
to cover its debts, which comprise an un- 
paid balance of $10,677,449 on a note due 
January 7, 1937, held by a _ corporation 
formed by its directors early in 1932 as a 
vehicle through which to lend First Security 
Company $29,500,000. The company also has 
a commitment for uncalled capital of the 
Bank for International Settlements, this lia- 
bility being 3,553,125 Swiss franes ($1,070,- 
201 on October 30th). The only person now 
interested in the corporation holding First 
Security Company's note is George F. Baker, 
who is chairman of the bank and of the 
company. 

Under the bank act of 1933 
bank affiliates and requires separation of 
their stock certificates from those of the 
parent banks, it is necessary to terminate 
the trust agreements of February 14, 1908 
under which the stock of First Security is 
held by trustees for the benefit of share- 
holders of the bank, each share of the bank’s 
stock being endorsed to entitle the holder 
to share ratably in dividends and profits 
and, in dissolution, in the capital of the First 
Security Company. To end this agreement 
two-thirds in interest of the beneficial cer- 
tificates must assent. Since George F. 
Baker is the principal investor in First Se- 
curity Company his directions are required 
to make possible dissolution. He has agreed 
to give such directions. 

In its long career, during which it en- 
gaged principally in purchase of securities 
for long pull investment, First Security has 
paid $65,700,000 in dividends on its $10,000,- 
000 capital. In March, 1931, its assets ex- 
ceeded its debts by more than $38,000,000. 
In January, 1932, its debts exceeded its as- 
sets by $6,000,000. It was for that reason 
that its directors then contributed, each in 
proportion to his ability, the $29,500,000 re- 
quired to protect its assets pending a more 
favorable market. 


which bans 


Orrin R. Judd, formerly vice-president of 
the personal trust division of the Irving 
Trust Company, New York, has opened an 
office for the general practice of accountancy. 
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SUPERINTENDENT’S REPORT ON 
REHABILITATION 


The report of the superintendent of in- 
surance of New York State, George S. Van- 
Schaick, to the Governor covers the pending 
rehabilitation proceedings in the title and 
mortgage company field in considerable de- 
tail. One significant fact is the size of the 
problem. 

“The rehabilitation of the 
panies involves more than four times the 
total moneys involved in involuntary and 
voluntary bankruptcy proceedings concluded 
in the Southern District of New York for the 
four-year period preceding September 30, 
1932. 

“The total guaranteed mortgages outstand- 
ing, approximately $1,000,000,000, involved 
guaranties issued not to a single person but 
to groups of people unacquainted with one 
another and without homogeneity of interest 
other than that based on their investment in 
a particular guaranteed mortgage issue. 
There are in excess of 20,000 such issues in- 
volved in rehabilitation. Many of the issues 
covered more than one piece of property. It 
soon became apparent that in order to pre- 
serve the values in the underlying properties 
and the rights growing out of the guaranties 
the department was faced with the problem 
of working out reorganizations in these 20,- 
000 different issues to the end that the co- 
investors of each group could wisely work 
out in orderly fashion the wishes of such 
group. 

“The immediate and important requirement 
was the preservation and servicing of the se- 
curity back of the guaranties, consisting of 
hundreds of thousands of pieces of property. 
Each special deputy in rehabilitation was 
given responsibility to see that adequate and 
proper service of properties was put in effect. 
In the case of the six large units servicing 
was intrusted to new corporations set up as 
a part of rehabilitation. It was desirable to 
use existing real estate service organizations 
where possible with adequate safeguards to 
assure an intelligent, efficient and honest 
service. 

“The reorganization of properties and cer- 
tificate issues was likewise immediately im- 
perative in view of present mortgage condi- 
tions. Wholesale foreclosures of mortgages 
would result only in loss to investors in cer- 
tificates and guaranties. The alternative was 
to cooperate with owners in the working out 
of equitable plans which would permit the 
payment of some income and at the same 
time make more secure the invested princi- 
pal. Readjustments to fit conditions are in 
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order. Some of these have to do only with 
extensions. Some have to do with reduc- 
tion of interest. All have to do with making 
terms with trustworthy owners who need a 
modification of contract terms in order to 
be able to carry on. 

“Prior to the court orders of rehabilita- 
tion many holders of single guaranteed mort- 
gages deemed it wise to withdraw their mort- 
gages. Since rehabilitation this practice has 
continued and approximately $160,000,000 of 
mortgages have been withdrawn from the 
companies.” 


BOND POOL DEBENTURES CALLED 

The American Securities Investing Cor- 
poration, or so-called “bond pool’ sponsored 
in 1932 by twenty leading New York banks 
and banking houses to invest in attractive 
investment bonds at bargain prices, called 
for redemption December 1st $28,020,000 or 
SO per cent of its outstanding $35,025,000 
debentures and announced a _ semi-annual 
payment of 3 per cent interest thereon also 
payable December 1st. The corporation, un- 
der the management of J. P. Morgan & Com- 
pany, is redeeming its debentures at 105, a 
premium of 5 per cent over the subscription 
price. Taking into consideration the 7 per 
cent paid in interest since its inception, the 
debentures of the corporations have yielded 
a return of 12 per cent. 

Varying inferences as to the possibilities 
for attractive investment in bonds under 
present conditions of monetary uncertainty, 
to be drawn from the curtailment of the 
corporation’s activities, have been drawn by 
the New York financial community. 


Frank K. Houston, first vice-president of 
the Chemical Bank & Trust Company, of 
New York City, has been appointed a mem- 
ber of the advisory committee of the New 
York branch of the Reconstruction Finance 
Corporation, succeeding Percy H. Johnston, 
president of Chemical Bank. 


ALBERT I. TABOR, Secretary 
ALFRED W. ABRAMS, Assistant Secretary 
EUGENE L. VAN WART, Assistant Secretary 





FORM OF CAPITAL NOTE ADOPTED BY 
NEW YORK CITY TRUST COMPANIES 
At a meeting held at the New York Clear- 

ing House November 10th state chartered 
trust companies and state banks approved the 
form of capital note which they will issue to 
the Reconstruction Finance Corporation in 
accordance with the program agreed to pre-- 
viously at the solicitation of President Roose- 
velt and Jesse H. Jones, chairman of the Re- 
construction Finance Corporation. 


Banks which have no profitable use for 
the money so obtained from the Reconstruc- 
tion Finance Corporation are to have the 
privilege of exchanging their capital notes 
for Reconstruction Finance Corporation 
short term debenture notes bearing 2% per 
cent interest, payable on the same dates as 
the interest, at 4 per cent, is payable on the 
capital notes. Such debenture interest re- 
ceived from the Reconstruction Finance Cor- 
poration will be free of normal taxation, so 
the return received therefrom will approach 
2.70 per cent. The R, F. C. notes will bear 
the written guarantee of the United States. 

New York national banks expect to issue 
preferred stock or notes, if the latter are 
legally permissible, a question about which 
there seems to be doubt. The terms upon 
which national banks in small towns and 
cities of the United States have issued pre- 
ferred stock which, under certain conditions, 
acquires voting control, are not acceptable 
to the larger New York national banks. The 
text of the capital note approved by New 
York City trust companies is as follows: 

CAPITAL NOTE 

Pursuant to Chapter 230 of the New York 
Laws of 1933 Trust Company (here- 
inafter called the Trust Company), a cor- 
poration organized and existing under the 
Banking Laws of the State of New York, for 
value received, hereby promises to pay to 
Reconstruction Finance Corporation, or or- 
der, on July 31, 1934, or on any earlier date, 
at the option of the Trust Company or of the 
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Reconstruction Finance Corporation, as here- 
inafter provided, at the office of the Federal 
Reserve Bank of New York, in the City of 
New York, the principal amount of $———, 
and to pay interest thereon, at the rate of 
4 per cent per annum, from the date of this 
note, such interest to be payable semi-annu- 
ally on May ist and November Ist of each 
year or upon the earlier payment of the prin- 
cipal of this note. So much of this note as 
shall not be paid on or before July 31, 1934, 
shall bear interest at the rate of 5 per cent 
per annum from the date hereof, instead of 
4 per cent per annum. 

Notwithstandnig the maturity date ex- 
pressed above, the Trust Company shall be 
entitled to make payment of this note, prin- 
cipal and accrued interest, at any time at 
the place aforesaid, upon written notice ad- 
dressed to Reconstruction Finance Corpora- 
tion, Washington, D. C. Similarly, notwith- 
standing the maturity date expressed above, 
the Trust Company agrees to make payment 
of this note, principal and accrued interest, 
at any time thirty days after receipt of writ- 
ten notice from the Reconstruction Finance 
Corporation calling for such payment. 

When this note becomes due, either on 
July 31, 1934, or on any earlier date as here- 
inabove provided, the Trust Company may 
surrender to the Reconstruction Finance Cor- 
poration or to the then holder of this note, 
at the Federal Reserve Bank of New York, 
at the principal amount thereof and accrued 
interest, those certain obligations owing 
from the Reconstruction Finance Corpora- 
tion to the Trust Company whether or not 
due, bearing date November 1, 1933, aggre- 
gating $———— principal amount and bear- 
ing Nos. — to — inclusive; and such sur- 
render shall operate as payment of this note 
to the extent of the principal and accrued 
interest upon the obligations so surrendered. 

The obligations of the Trust Company evi- 
denced by this note shall be junior and sub- 
ordinate to all obligations of the Trust Com- 
pany to its depositors and all other creditors 
to the extent that in the case of any receiver- 
ship, conservatorship, liquidation, dissolution 
or winding up of the Trust Company, wheth- 
er voluntary or involuntary, all depositors 
and other creditors of the Trust Company 
shall be entitled to be paid in full before any 
payment shall be made on account of prin- 
cipal of or interest on this note. In any such 
case, after payment in full of all sums owing 
to such depositors and creditors, Reconstruc- 
tion Finance Corporation shall be entitled to 
receive payment in full of the principal and 
interest of this note from all remaining as- 
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sets of the Trust Company (including the 
proceeds of all assessments, penalties, judg- 
ments and other charges against the holders 
of capital stock of the Trust Company) be- 
fore any payment or other distribution, 
whether in cash, property or otherwise, shall 
be made on account of any capital stock of 
the Trust Company. 

The Trust Company will not issue any ad- 
ditional subordinate obligations while this 
note is unpaid, without the consent of the 
Reconstruction Finance Corporation. So long 
as this note shall remain outstanding and 
unpaid, the Trust Company will not purchase 
or otherwise acquire or retire any shares of 
its capital stock, without the consent of the 
Reconstruction Finance Corporation. 

Dated New York City, New York, November 
1, 1933. 
— TRUST COMPANY 
By 
PRESIDENT. 


OPENING OF SAVINGS BANK TRUST 
COMPANY 

The Savings Banks Trust Company has 
opened for business with a paid in cash cap- 
ital of $5,000,000, and subscriptions on hand 
for $55,000,000 of capital debentures, all 
subscribed for by the mutual savings banks 
of New York State. Charles A. Miller, 
chairman of the Savings Bank of Utica, 
N. Y., and former president of the Recon- 
struction Finance Corp., has been chosen 
president of the company, whose permanent 
quarters are at 14 Wall street. Between 
eighty-five and ninety savings banks have 
opened deposit accounts with the trust com- 
pany. 

The future possibilities of the trust com- 
pany as outlined by its executive vice-presi- 
dent, August Ihlefeld, Jr. are seven in num- 
ber. It should function as a reserve deposi- 
tory of its savings bank members, and, as a 
central organized body, should facilitate the 
promotion of financial policies among sav- 
ings banks. It may serve as a medium for 
the buying or selling securities for its mem- 
bers, and as their representative in effecting 
reorganizations or settlements. The trust 
company is in a position to serve as custodian 
of securities, as general collection agents for 
coupons or other items and as a means of 
making foreign remittances for depositors. 
Transactions between savings banks could be 
made by simple bookkeeping processes. 


Trust Company of New 
York has appointed Walter F. Dater as an 
assistant trust officer. 


The Guaranty 
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IRVING TRUST DISCONTINUES 
THRIFT ACCOUNTS 

The Irving Trust Company of New York 
has announced that it will discontinue the op- 
eration of its compound interest department 
after November 30th. After that date in- 
terest will cease on its “thrift”? accounts. The 
company has announced that the service was 
originally instituted at branches in neigh- 
borhoods where savings bank facilities were 
not conveniently located at that time, and 
the service can now be discontinued without 
inconvenience to the public inasmuch as sav- 
ings banks, organized primarily to handle 
this class of business are now situated rea- 
sonably near to all the banking offices of the 
trust company. 


J. L. GILSON HEADS TRUST DEPARTMENT 
OF THE MANUFCTURERS TRUST 

J. Lawrence Gilson, vice-president of the 
Manufacturers Trust Company of New York, 
has been placed in charge of the trust de- 
partment of the institution. He will take 
the place of Henry R. Johnston, who resigned 
to become a vice-president and director of 
Case, Pomeroy & Company. 

Mr. Gilson was born in Rutland, Vt., fifty- 
two years ago. In 1931 he joined the Manu- 
facturers Trust as a vice-president, prior to 
which he had been associated with Spencer 
Trask & Company. 


JOHN LAWRENCE GILSON 
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TITLE GUARANTEE & TRUST TO ISSUE 
NOTES 

The trustees of the Title Guarantee & 
Trust Company at a recent meeting, desiring 
to cooperate with the National Administra- 
tion in its efforts to improve the general busi- 
ness and banking situation throughout the 
country, have voted to approve an issue of 
Capital Notes. 


MANUFACTURERS TRUST ISSUES 
CAPITAL NOTES 

Manufacturers Trust Company announced 
on October 27th the issuance of $25,000,000 
capital notes to the Reconstruction Finance 
Corporation, announcing that, in justice to 
its customers, whose business it was hoped 
would greatly increase in the near future, 
its directors were unanimously of the opin- 
ion that the bank should avail itself of the 
facilities made possible by the President of 
the United States and of the agencies at his_ 
command “to whatever extent would seem | 
to hold any reasonable possibility of being 
advantageous to our present and future de- 
positors.” The bank announced its issue of 
capital notes in large advertisements in the 
press. In a simultaneous announcement to 
shareholders, the Manufacturers Trust Com- 
pany announced resumption of dividends. The 
communication to stockholders declared: 

“This investment on the part of the Gov- 
ernment in our bank increases our capital 
funds to a degree which no longer warrants 
withholding dividends from our stockholders. 
It is therefore the intention of our Board of 
Directors, unless general conditions change 
materially, to resume dividends, at the rate 
of $1.00 per share per annum beginning with 
the last quarter of 1933. Our current oper- 
ating earnings would indicate that this divi- 
dend would be earned during the coming 
year approximately three times. 

“Coincident with the consummation of this 
plan in the interest of conservatism, it is 
proposed to transfer from undivided profits to 
a contingent reserve account, the sum of $10,- 
000,000, this amount to cover certain items 
the ultimate realization of which may be de- 
layed for some time, but which in the opin- 
ion of your officers will eventually be realized 
upon. 

“Tt is the unanimous opinion of your di- 
rectors that this arrangement, by which the 
United States Government virtually becomes 
a partner in our bank, will be most beneficial 
to both stockholders and depositors, and that 
it is a proper step for us to take in coopera- 
tion with the President of the United States 
in his program for industrial recovery.” 
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REPEAL OF CAPITAL GAINS TAX URGED 


A movement to bring about the repeal of 
the tax on capital gains and the allowance 
for capital losses in both the federal and 
state taxation programs will be initiated in 
the forthcoming sessions of Congress and 
the New York State legislature. The step 
was decided on recently by the board of 
directors of the Merchants’ Association of 
New York after considering a report from 
its committee on taxation. According to 
the report these taxes “distort the whole 
fiscal system by promoting governmental ex- 
travagance through swollen revenues when 
the government needs them least, and by 
greatly decreasing them when the govern- 
ment has the greatest need for revenues. 

“The taxation of capital gains directly en- 
courages dangerous inflation by checking the 
free movement of land and securities in times 
of prosperity, while permitted deductions of 
capital losses encourage the avoidance of 
income tax within the law and tend to accen- 
tuate deflation in times of adversity. 


“We have now passed through a 
major period of prosperity and a very severe 
period of depression with taxes based upon 
recognition of capital gains and losses. It 
would now appear to be an opportune time 
to remove these provisions from the federal 
income tax law entirely. This would seem 


long 


to be particularly desirable at the next ses- 
sion of Congress, because it would appear 
more likely that its retention will result in 
the near future in a decrease of public rev- 
enue rather than an increase.” 
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CONTINUATION OF TITLE SEARCH 

The Title Guarantee & Trust Company 
are making a continuation of the search 
against the property necessary for the 
straightening of the Harlem River Ship 
Canal at Spuyten Duvil. This search is a 
preliminary to the proceedings to transfer 
to the Federal Government the title from 
the State of New York in order that the 


War Department may commence actual 
dredging. New York acquired title to the 
land needed for the new channel several 


weeks ago. The United States Government, 
pursuant to the provisions of the act under 
which the title was acquired by the state, 
made application to the Board of Commis- 





sioners of the Land Office for a conveyance 
of such title. 





The annual meeting of the Financial Ad- 


vertisers 
December 


held 


Association of New 
12th, at 


which 


York will be 
time the 


Nominating Committee will present its re- 
port on nominations of officers and directors 
for the coming year. 





The directors of the Glens Falls Insurance 
Company have decided to defer action on 


the January ist dividend 


until the repeal 


of the Eighteenth Amendment voids the levy 


of the 5 per cent N. R. A. tax. 


The last 


quarterly payment made on the stock was 
40 cents on October Ist. 





Harry A. Kahler, chairman of the board 
of the New York Title Insurance Company, 


has retired from that office. 








Surplus 








Capital Undivided Profits Deposits 

Sept. 30, 1933 Sept. 30, 1933 
Anglo-South American Trust Co.................% 1,000,000 $509,154.80 $3,475,194.35 
mee Of Tue Manhattan Co... .. . 2... 6. ec ccccee 20,000,000 31,931,681.01 332,937,849.89 
Bank of New York & Trust Co.................. 6,000,000 9,594,967.23 118,127,662.70 
RT 0s vans. s slees c¥iureeesc sae 25,000,000 63,285,478.89 649,453,996.35 
ESS re 8,200,000 5,374,407.03 93,620,858.10 
Central Hanover Bank and Trust Co............ 21,000,000 61,203,487.00 581,000,718.00 
Chemical Bank & Trust Co..................... 21,000,000 47,147,391.00 292,374,483.00 
City Bank Farmers Trust Co.................6. 10,000,000 11,934,405.00* 40,618,822.00* 
Continental Bank & Trust Co................... 4,000,000 4,546,615.00* 46,207,602.00* 
Corn Exchange Bank & Trust Co................ 15,000,000 17,567 ,662.00 223,109,986.00 
OS ST 6 ee ,000 189,334.37 10,990.00 
ED ga os araic-s wae CR a4 6 9 9101 0°84 ee 6,000,000 2,598,101.30 54,728,446.41 
ee a 1,000,000 1,168,617.31 7,902,890.06 
I gk cui fw Sane ord neo bre bn bia eo Sep 2,000,000 3,064,874.06 15,286,168.90 
EE Ee Pe ee 90,000,000 177,963,616.16 1,031,012,304.02 
i i ogy swiss Haein 50,000,000 62,320,230.41 422,133,552.38 
eS: a ee 500,000 6,743,330.72 25,612,001.62 
Manufacturers Trust Co..........-..ccsccccccce 32,935,000 20,297,483.19 347,191,606.89 
Dense Meigiand Trust Co........ 2... .ce ce cncee 10,000,000 5,269,911.79 64,414,390.36 
ge Ne eee 12,500,000 34,704,151.18 249,229,630.13 
eee ae ear 10,000,000 10,560,823.00 29,710;021.00 
Me I, I OD. 8 nes ek ecco earecsios 2,000,000 27,221,934.40 59,874,988.15 


*Figures as of June 30, 1933. 
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Philadelphia 


Special Correspondence 


LAW OF COMITY APPLIED TO 
FOREIGN FIDUCIARY 

The Pennsylvania state attorney-general’s 
department has rendered an opinion to Dr. 
William D. Gordon, secretary of banking, 
which holds that a national bank located in 
another state and authorized by the Federal 
Reserve Board to act as a fiduciary and 
which has been appointed executor and trus- 
tee under a will of a Pennsylvanian, may 
serve in such capacity within Pennsylvania. 

The opinion was conditional, however, on 
the law of comity. In other words, the laws 
of the state in which the bank is located 
must authorize corporations organized under 
its laws to act in such fiduciary capacity in 
Pennsylvania, and likewise authorize this 
state’s banks and trust companies to act in 
such capacity in its borders. 

The foreign national bank is not required 
to place its trust department under the su- 
pervision of the Pennsylvania department. 


OPINION AFFECTING BANK OFFICIALS 

A cashier or treasurer of a banking insti- 
tution under the supervision of the state 
banking department of Pennsylvania may 
serve as a director of another incorporated 
institution under thé department’s supervi- 
sion or a national banking association, if he 
proves his office of director is not gainful, 
according to an opinion by the Deputy Attor- 
ney General. The opinion stated there is a 
presumption against the eligibility of a cash- 
ier or treasurer as a director in another 
banking institution. 

Dr. William D. Gordon, secretary of bank- 
ing, also asked the Attorney General whether 
under the Glass-Steagall Act, directors, of- 
ficers and employees of national banking as- 
sociations, or of institutions under the state 
banking department’s supervision, as mem- 
bers of the Federal Reserve System, are pro- 
hibited from serving at the same time as di- 
rectors, officers or employees of other bank- 
ing institutions under the state department’s 
supervision or under supervision of the 
Comptroller of the Currency. 

The opinion held that after January 1, 
1934, directors, officers or employees of any 
Pennsylvania bank or trust company which 
is a member of the Federal Reserve System 
may not serve at the same time in similar 
capacities of ‘any other corporation or of a 
partnership which makes loans secured by 
stock or bond collateral to any individual, 





The Real Estate 
Trust Co. 


of Philadelphia 


Solicits Deposits of Firms, 
Corporations and Individuals 


Is fully equipped to handle all 
business pertaining to a Trust 
Company, in its Banking, Trust, 
Real Estate and Safe Deposit 
Departments. 


SamuEL F. Houston, President 





= 





association, partnership or corporation other 
than its own subsidiaries.” 


At the initial hearing of the Joint Legisla- 
tive Committee investigating costs in liqui- 
dating closed state banks, held in Philadel- 
phia, the Pennsylvania banking code, which 
contains a provision making it impossible for 
depositors to receive dividends in less than 
120 days after a bank has closed, was criti- 
cised and that the code should be amended 
at the next legislative session. Before the 
code was enacted it was possible for pay- 
ments in liquidation to be made in the case 
of some banks in as short a period as 77 
days, according to testimony given at the 
hearing. 


TRUST ASSETS 

As of October 25, 1933, four Philadelphia 
corporate fiduciaries held individual trust 
funds aggregating $1,279,115,903, and cor- 
porate trusts amounting to $1,471,434,691. 

The largest funds were the $933,799,198 
personal, and the $1,345,003,890 corporate 
trusts carried by the Girard Trust Com- 
pany, and the individual trust funds of the 
Provident Trust Company standing at $292,- 
549,264. 
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PENNSYLVANIA GRANTED RIGHT TO 
SUE ARKANSAS ON BONDS 

The United States Supreme Court, on No- 
vember 6th, granted leave to Attorney-Gen- 
eral William Schnader of Pennsylvania to 
file complaint in equity on behalf of his state 
against the State of Arkansas, for alleged 
breach of its highway bond contracts. Hal 
Norwood, Attorney-General of Arkansas 
said: “The court’s decision apparently im- 
plied its purpose to give consideration to 
Attorney-General Schnader’s demand that 
Arkansas be compelled to advance its gaso- 
line tax and motor registration rates to pro- 
duce a minimum of $7,500,000 annually, as 
stipulated in the Martineau Road law of 
1927, and also by highway and toll bridge 
bond contracts.” 

Assistant Attorney-General of Arkansas, 
Walter Pope, who represented the state at 
Washington, took $8,500 to be tendered 
Pennsylvania as past due interest on its 
$200,000 of Arkansas bonds. At its special 
session in August, the legislature appropri- 
ated $60,000 to pay on bonds held by Penn- 
sylvania and other states, for the announced 
purpose of blocking such suit as Attorney- 
General Schnader has instituted. Interest 
on Arkansas bonds held by Pennsylvania 
was due in May and November. The special 
Session appropriation, however, was im- 
pounded September 15th by the Federal Dis- 
trict Court’s temporary order to restrain 
highway fund disbursements pending final 
decision in the suit of the State of Arkansas 
Bondholders’ Protective Committee against 
State Treasurer Roy Leonard. 


According to a decision by the Dauphin 
County Court surety companies are liable for 
state funds on deposit in national banks now 
operating under conservators. The United 
States Fidelity & Guaranty Company was di- 
rected to make good to the state $35,000 state 
funds on deposit with the Tulpehocken Na 
tional Bank & Trust Company of Philadel- 
phia. The Pennsylvania banking department 
held that the bank defaulted on August 22nd 
and that the state was entitled to judgment. 
The surety company contended that the bank 
had been closed by Presidential proclama- 
tion which prohibited payment of deposits. 
The surety company is taking an appeal tu 
the Appellate Court. 

The Girard Trust Company, Philadelphia, 
has announced the election of James E. Gow- 
en, president of the Western Savings Fund 
Society of Philadelphia, to their board of 
managers. 


BANKING AND TRUST CODES ADOPTED 
CONSIDERS CAPITAL INCREASES 

At a meeting of the Pittsburgh Clearing 
House Association the National Recovery Act 
Code for member banks was submitted by the 
Code Committee consisting of W. H. Fawcett, 
vice-president of the First National Bank at 
Pittsburgh; Carl R. Korb, vice-president of 
the Union Trust Company, and George H. 
Leitch, assistant cashier of the Union Na- 
tional Bank. 

The Clearing House, following its recent 
indorsement of the policy of President Roose- 
velt for strengthening the capital structure 
of banks by issuing preferred stock or capital 
notes is studying the matter. It develops 
that the banks of Pennsylvania cannot under 
the law issue debentures or capital notes. 
Member banks of the association will decide 
individually what they will do in the matter 
of capital increases. 

The Pitt National Bank, Pittsburgh, has 
elected Arthur F. Humphrey a vice-president. 
He has been a director of the bank since 
its organization and comes to the new posi- 
tion from the First National Bank & Trust 
Company of Greensburg, which he served as 
vice-president for about five years. Chester 
A. Johnston, assistant cashier, has been elect- 
ed cashier. 


WOLFE GIVES SERIES OF LECTURES 

O. Howard Wolfe, cashier of the Philadel- 
phia National Bank, and former president of 
the Pennsylvania Bankers Association, is giv- 
ing a series of five lectures on “Banking 
Legislation, Past, Present and Future,” be- 
fore the Philadelphia chapter of the Ameri- 
ean Institute of Banking. The third lecture 
of the series was given at the Bellevue-Strat- 
ford Hotel, November 22d. Mr. Wolfe in- 
cludes in this series of lectures intimate dis- 
cussions of federal and state laws that affect 
banking. The meetings are open only to bank 
officers and holders of the institute standard 
certificate. 


DICKSON ELECTED VICE-PRESIDENT 

Robert G. Dickson, formerly with the Peo- 
ples-Pittsburgh Trust Company, has been 
elected vice-president of the County Trust 
Company of Somerset, Pa. Prior to coming 
to Pittsburgh Mr. Dickson was with the 
Guaranty Trust Company of New York and 
more recently with the Pennsylvania Bank- 
ing Department. He is a graduate of West- 
minster College. John H. Fike, secretary- 
treasurer of the company, has resigned. 
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TRUST DEPARTMENT CODE COMMITTEE 

A sub-committee, composed of executives 
of trust companies representing the Penn- 
sylvania Bankers Association is at work on 
the N. R. A. code of fair practices. The 
committee members are: Carl W. Fenninger, 
Provident Trust Co., Philadelphia; G. A. 
Price, Peoples-Pittsburgh Trust Co. Pitts- 
burgh; W. F. Brown, Clearfield Trust Co. 
Clearfield; H. W. Spong, Dauphin Deposit 
Trust Co. Harrisburg; J. H. Evans, McDow- 
ell National Bank, Sharon; C. A. Schreyer, 
Lycoming Trust Co., Williamsport, and F. P. 
Benjamin, Scranton-Lackawanna Trust Co. 
Scranton. 


REYNOLD’S WILL NAMES CORPORATE 
EXECUTOR AND TRUSTEE 

The will of the late Hon. John M. Rey- 
nolds has been filed for probate at Bedford, 
Pa. The will directs the Provident Trust 
Company of Philadelphia, executor and trus- 
tee under the will, to continue the interest 
of Mr. Reynolds in the Hartley Banking 
Company in such a way as to advance the 
best interests of the business. 


N. D. WRIGHT HEADS NORRISTOWN- 
PENN TRUST CO. 

Norris D. Wright, executive vice-president 
of the Norristown-Penn Trust Company, has 
been elected president to fill the vacancy 
caused by the death of Adam Scheidt, who 
was president and chairman of the board. 
Mr. Wright, who was formerly associated 
with the bank and subsequently became iden- 
tified with the textile industry, was elected 
executive vice-president last May. 

The Norristown-Penn Trust Company is 
the largest bank in Montgomery County. 
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NEW BANKING JOURNAL 

The initial number of the New Jersey 
Banker, a quarterly sponsored by the New 
Jersey Bankers Association, has appeared. 
The first number contains a message from 
the president of the association, Carl K. 
Withers, articles on cooperation with the 
New Jersey Bar Association, the state bank 
advisory board and the American Bankers 
Association convention. Legal opinions by 
the General Counsel, new forms of certifi- 
cates of deposit and an official roster of the 
association, also are published in the maga- 
zine. 


NEW JERSEY BANKERS ASSOCIATION TO 
MEET IN JANUARY 

The annual trust conference of the New 
Jersey Bankers Association, at Trenton, usu- 
ally held in November has been deferred until 
January 18th and 19th. It will take the 
form of a midwinter meeting for the entire. 
association, being devoted both to trust prob- 
lems and bank management. 

Officers of the association have felt that 
with all the banking problems arising from 
new legislation and monetary policies de- 
veloping in Washington, at least half of the 
usual two-day midwinter program should be 
devoted to these matters. 

Directors of the Princeton Bank & Trust 
Company, Princeton, N. J., have elected Har- 
rison M. Thomas to be assistant to Edward 
L. Howe, president of the bank. Mr. Thomas 
formerly was an assistant vice-president of 
the Union Trust Company of Pittsburgh. 

Directors of the Miners National Bank, 
Pottsville, Pa. have elected Charles A. Bern- 
er, cashier to succeed the late Henry Frick. 
Harry A. Bean and Charles C. Weber have 
been made assistant cashiers. 


CONDITION OF PHILADELPHIA TRUST COMPANIES 


Fidelity-Philadelphia Trust Co 
Frankford Trust Co 
Germantown Trust 

Girard Trust Co 

Industrial Trust Co 

Integrity Trust 

Liberty Title and Trust 

Ninth Bank and Trust 

North Philadelphia Trust 
Northern Trust 

Penna. Co. for Insurances, etc 
Provident Trust 

Real Estate Land Title and Trust 
Real Estate Trust 


Surplus and 
Undivided 
Profits 
June 30, 1933 
$16,333,246 
1,165,356 
3,061,054 
9,951,070 
2,681,494 
3,170,145 


Deposits 
June 30, 1933 
$80,900,696 
6,575,798 
13,229,263 
86,561,881 
8,584,086 
39,446,721 
5,028,139 
14,555,621 
4,618,121 
9,271,455 
184,893,280 
32,255,768 
25,427,529 

7,764,144 


Capital 
$6,700,000 


13,542,428 
8,729,134 
2,222,981 


Figures furnished by Belzer and Company, members of Philadelphia Stock Exchange. 
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Boston 


Special Correspondence 


WHAT A TRUST CAN DO 

“A plan devised by the best minds of a past 
generation for the protection and improve- 
ment of capital in all its forms, is available 
to you today. That plan may be directed in 
its work by another group of capable minds, 
chosen for their fitness for particular tasks, 
and qualified by experience to _ efficiently 
carry out the terms of the plan.” 

Thus an interesting discussion of modern 
personal trust service is introduced by Allan 
Forbes, president, State Street Trust Com- 
pany, Boston, in a new booklet issued by the 
con vany, entitled, “What a Trust Can Do.” 

“We had to learn to appreciate the auto- 
mobile. A few people used it at first; the 
rest did not understand its possibilities, The 
majority thought of it as a luxury, designed 
for the exclusive use of the rich. Now we 
know that it saves time; accelerates busi- 
ness; broadens efficiency. 

“It was that way with the trust. Our 
best brains designed it for the use of the 
rich; this limited class made valuable use of 
it: others saw its advantages; and now it is 
entering into general use. 

“Most people know that a trust deed is a 
very effective instrument for the protection 
of property and people; but comparatively 
few know why it is so. Too few are ac- 
quainted with its details; too few know how 
many phases of human relationship it may 
be made to cover and assist; too few know 
how thoroughly flexible and adaptable it is.” 

A carefully prepared concise explanation 
of an Immediate Trust, a Testamentary 
Trust, and a plain Insurance Trust, Funded 


Insurance Trust and Business Insurance 
Trust, together with a statement of Invest- 
ment Policy, follows: “Many people have 
the impression that the investment pol- 


icy of a trust company tends to be too con- 
servative to permit of any considerable en- 
hancement in the values of investments en- 
trusted to its care. While the State Street 
Trust Company never offers any guarantee 
other than careful management of affairs 
turned over to it, our trust committee rea- 
lizes the desirability of so managing the in- 
vestments under its supervision that advan- 
tage may be taken of opportunities to par- 
ticipate in the growth of the business of the 
country, where this can be done without sac- 
rificing the element of safety and regular in- 
come to which the beneficiaries are entitled.’ 
Two types of agency accounts are referred 
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Surplus 
$3,500,000 


Capital 
$3,000,000 


STATE STREET TRUST 


COMPANY 
BOSTON, MASSACHUSETTS 


Welcomes opportunities to 
be of service to individuals, 
firms or corporations in the 


field of general banking or in 


any recognized trust capacity. 


MEMBER FEDERAL RESERVE SYSTEM 





to briefly. The statement “An Agency, of 
eourse, lacks the advantage of saving taxes, 
which is possible under some forms of trust, 
as well as the feature of continuity after the 
death of the maker,” should arouse the in- 
terest of many readers to the point of inves- 
tigating further as to what a trust can do. 

After stating the advantages of 
appointing the trust company as agent, exec- 
utor and trustee, the booklet concludes: 

“A mistaken idea formerly prevailed to a 
certain extent that a corporation was too 
impersonal to function satisfactorily in fidu- 
ciary capacities. It is only necessary to say 
that, after all, the personnel of this trust 
company is made up of individuals endowed 
with the usual human attributes who are 
earefully chosen for their work, and whose 
mission is to render our various services in 
the most efficient and sympathetic way pos- 
sible. We feel we are fortunate in having 
developed a courteous and friendly atmos- 
phere which we believe will appeal to you.” 


some of 


Robert Baldwin, vice-president Second Na- 
tional Bank, Boston, has been named chair- 
man finance division 1934 emergency cam- 
paign to raise $4,500,000 for more than 100 
hospitals. 
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STABILITY OF CURRENCY URGED 
Eliot Wadsworth, president of the Boston 
Chamber of Commerce, issued a statement 
November 17th, authorized by the chamber’s 
board of directors. 
The chamber 
ernment for prompt 


‘alls upon the national gov- 
assurance of a sound 
monetary policy and a restoration of confi- 
dence in the dollar, which “has been the 
outstanding symbol of integrity and security 
since the Civil War period.” 

“Recovery cannot come to a nation gripped 
with fear, with its domestic capital seeking 
refuge in foreign lands; with its savings, life 
insurance and conservative investments 
threatened with incalculable shrinkages, and 
with its sources of needed capital dried up 
by general financial demoralization.” 

The current issue of the New England Let- 
ter, published by the First National Bank, 
Boston, makes comment: 

“What today more 
than anything else is stability of currencies 
and a lessening of the spirit of intense na- 
tionalism that distrust, stifles inter- 
national trade, and tends toward a lowering 
of the standard of living everywhere. 


also 


world business needs 


breeds 


“National policies should not 
to the natural forces at work and thus re- 
tard the recovery. Aside from 
temporary setbacks, which always character- 
ize the recovery period from a prolonged de- 
there is basis for hope that im- 
provement will continue provided, of course, 
that too many artificial obstacles do not in- 
terfere with the natural forces at work.” 


run counter 


process of 


pression, 


SAYRE APPOINTED TO STATE 
DEPARTMENT 

Francis B. Sayre, professor of law at Har- 
vard University, was appointed Assistant 
Secretary of State November 18th. He suc- 
ceeds Harry F. Payer of Cleveland, who was 
transferred to the Reconstruction Finance 
Corporation. 

Acting Secretary of State Phillips, who an- 
nounced the appointment, said Prof. Sayre 
would come to the department upon comple- 
tion of arrangements with Harvard Univer- 
sity. His duties will be largely in connection 
with commercial relations with foreign coun- 
tries and treaty negotiations. 


Mr. Sayre for several years was adviser 
to the Siamese government on foreign af- 


fairs and negotiated treaties in behalf of 


Siam with many world powers. 
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ELECTION OF HOME LOAN DIRECTORS 
FOR NEW ENGLAND 

The Federal Home Loan Bank has an- 
nounced the recent election, at Washington, 
of the directors for district Number 1 which 
includes the six New England states: Maine, 
New Hampshire, Vermont, Massachusetts, 
Rhode Island and Connecticut. Those elected 
were: 

R. A. Cooke, Burlington, Vt., Group B; 
Philip A. Damon, Pittsfield, Mass., Group B; 
John C. L, Dowling, Roxbury, Mass., and 
Herbert Walker, Hartford, Conn., Group C; 
Oscar F. Falling, Waltham, Mass., Group A; 
Raymond P. Harold, Worcester, Mass., 
Group A; Sumner W. Johnson, Portland, Me., 
Group C; Harry C. Jones, Manchester, N. H., 
Group B; Walter P. Schwabe, Thompson- 
ville, Conn., Group C; and Edward H. Weeks, 
Providence, R. I., Group A. Headquarters 
of the Federal Home Loan Bank were recent- 
ly moved from Cambridge, Mass., to Devon- 
shire street, in the heart of Boston’s finan- 
cial district. 


NEW MARGIN RULE SUGGESTED 

A stock exchange rule which would pro- 
hibit members of the exchanges from accept- 
ing margin brokerage accounts from bank of- 
ficers, Was proposed by Dr. O. M. W. Sprague, 
financial adviser to the Treasury, in an ad- 
dress before New England Bank Management 
Conference. If action along this line were not 
taken he said he would not be surprised if 
Congress passed such a law shortly. 

A rule of this kind is in effect on the Lon- 
don Stock Exchange, he said, but in this 
country only bank clerks are discouraged 
from having margined brokerage accounts. 


BRANCH BANKING EXPECTED IN 
CONNECTICUT 
Action to launch branch banking in Con- 
necticut, hitherto forbidden by state statute, 
has been taken, and if and when certain for- 
malities have been attended to, Hartford 
will have the first branch in the state. 


The Bankers Trust Company of Hartford, 
which has operated under a state bank char- 
ter since it opened April, 1927, has been 
owned by the Hartford National Bank & 
Trust Company since 1930, and will on and 
after December 11th, be operated as a branch 
of the parent institution provided consolida- 
tion plans already approved by the trustees 
of the institutions concerned are approved 
by stockholders and then receive approval 
of the Comptroller of Currency. Confirma- 
tion and approval are expected. 
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GEORGE MUNSICK MADE FINANCIAL 
SECRETARY OF CONNECTICUT 
MUTUAL LIFE 

The Connecticut Mutual Life Insurance 
Company has announced the appointment of 
George Munsick, trust officer of the New 
York Trust Company, as financial secretary 
of the company, effective January 1st. He 
will have general supervision of the com- 
pany’s bond investments. 

John B. Byrne, president of The Hartford- 
Connecticut Trust Company and W. Ross 
HeCain, president of the Aetna Fire In- 
surance Company, have been elected directors 
of the company. 

Mr. Munsick has been trust officer of the 
New York Trust Company for the past five 
years, supervising the investment of its trust 
funds and working closely with the Finance 
Committee of that company in administer- 
ing the company’s own portfolio. He has 
also acted in an advisory capacity assisting 
the correspondent banks of the New York 
Trust Company in the handling of their in- 
vestment problems. 

Mr. Munsick was for several years a mem- 
ber of the bond department of the Prudential 
Insurance Company of Newark. Before 
that, he was associated with the investment 
house of Clark, Dodge & Company, New York 
City. 


John B. Byrne, president of the Hartford 
Connecticut Trust Company, has been ap- 
pointed a member of the National Code Com- 
mittee for banks and will direct the admin- 
istration of the bank code throughout New 
England. 


The program of the meetings scheduled by 


the Corporate Fiduciaries Association of 
Boston for 1933-1934 will be found under 
Activities of Corporate Fiduciary Associa- 
tions elsewhere in this issue of Trust Com- 
PANIES. 
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NEW LIFE INSURANCE BUSINESS 
REPORT 

New life insurance production for October 
was 1.9 per cent less than for October, 1932. 
Industrial insurance, for the third consecu- 
tive month, gained over the corresponding 
month of last year, showing an increase of 
7.3 per cent. For the first ten months of 
this year, the cumulative total for all classes 
was 16.5 per cent less than for the same 
period of 1932. These facts were disclosed 
by a report recently forwarded by the Asso- 
ciation of Life Insurance Presidents to the 
United States Department of Commerce for 
official use. The report summarized new 
business records, exclusive of revivals, in- 
creases and dividend additions, of forty-two 
companies having 85 per cent of the total life 
insurance outstanding in all United States 
legal reserve companies. 

For these companies, the October total pro- 
duction of $657,362,000 contrasts with $670,- 
039,000 for October of 1932, new ordinary in- 
surance amounted to $418,990,000 against 
$433,118,000, a decrease of 3.3 per cent. New 
industrial insurance amounted to $212,452,- 
000 against $198,053,000, an increase of 7.3 
per cent. New group insurance was $25,- 
920,000 against $38,868,000, a decrease of 33.5 
per cent. 

For the first ten months of the year, the 
total new business of these companies was 
$6,416,297,000 this year against $7,683,736,000 
last year, a decrease of 16.5 per cent. New 
ordinary insurance amounted to $4,232,266,- 
000 against $5,023,149,000, a decrease of 15.7 
per cent. Industrial insurance amounted to 
$1,924,001,000 against $2,137,521,000, a de- 
crease of 10 per cent. Group insurance 
amounted to $260,030,000 against $523,066,- 
000, a decrease of 50.3 per cent. 


Henry T. Skelding, vice-president of the 
New England division of the Guaranty Trust 
Company of New York, was guest speaker 
November 15 at a forum meeting of the 
Hartford, Conn., chapter of the American In- 
stitute of Banking. 


CONDITION OF BOSTON TRUST COMPANIES 


Capital 


Banca Commercia‘e Italiana 

Boston Safe Deposit and Trust Co........ 
ae Wag Cs bps 64.6% boo ee O55 
Fiduciary Trust Co 

Harris Forbes Trust Co 

New England Trust Co 

Old Colony Trust Co 

Pilgrim Trust Co 

State Street Trust Co 

Union Trust Co 

Tinited States Trust Co 


Undivided Profits 


Assets 
Trust Dept. 
June 30, 1933 


$250,750,952.98 
5,361,521.70 
92,303,983.42 
8,576,811.53 
127,267,688.02 
314,282,883.04 


60,888,315.30 
10,239,315.99 
10,836,159.86 


Surplus and 

Deposits 
June 30, 1933 
$716,062.08 
26,379,699.21 
8,752,416.90 
928,989.75 
2,390,643.24 
26,046,653.95 
6,250,977.58 
566,204.34 
56,187,184.17 
5,766,342.02 
9,703,775.04 


June 30, 1933 
$310,683.60 
3,857 ,041.64 
327,065.97 
568,375.44 
203,628.70 
2,872,341.10 
5,282,839.35 
109,915.76 
4,036,625.99 
254,836.80 
746,051.48 
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Cleveland 


Special Correspondence 


OHIO CITIES VOTE ON QUESTION OF 
PUBLIC UTILITY OWNERSHIP 


In the recent election, proposals for the 
construction of electric power plants and the 
issuance of bonds in amounts sufficient to 
defray the necessary expenses of construc- 
tion, were voted upon by a number of Ohio 
cities. Cincinnati, Youngstown and _ Ports- 
mouth voting against municipal ownership 
and operation of public utility plants. 

A great deal of significance was centered 
around the outcome of the elections. Public 
utility officials were not unduly aroused over 
the issues involved for they declare that in 
times of depression it is a normal tendency 
for the question of municipal ownership of 
the utility facilities tc be foremost in the 
minds of the voters as a possibility of re- 
ducing local taxes. 

In Cincinnati where opposition to munici- 
pal ownership was strong the proposal was 
rejected by a vote of two to one. Few of 
the civic leaders favored the motion and 
were against increasing the bond debt of 
the city. Portsmouth, O., for ‘the third 
time in four years rejected municipal own- 
ership. The proposal for a $500,000 bond 
issue to build distribution facilities was re- 
jected by voters in Youngstown. 

In Columbus, O., voters by a two to one 
majority approved the issuance of bonds to- 
taling $824,000 to finance extension of elec- 
trie light facilities of the small municipally 
owned plant which supplies the city’s needs 
and sells to certain domestic users. The city 
has an investment of approximately $3,000.- 
000 in the properties. Municipal ownership 
advocates in Sandusky, O., carried the pro- 
posal for the construction of a $1,400,000 
power plant. Akron voters approved the 
$7,500,000 public works bond issue and at 
the same time approved the proposal for 
the construction of a municipal electric light 
plant. 


In order to qualify for membership in 
the Federal Reserve System, Stockholders 
of the Citizens Trust Company of Toledo, O., 
voted to increase the bank’s capital stock by 
$50,000. The increase will bring the capital 
to $200,000 and surplus and reserves to $200,- 
000. The trust company was formed by de- 
positors of the old Commercial Savings Bank 
& Trust Company. 
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DOUBLE LIABILITY OF BANK STOCKS 

Settlement of double liability for bank 
stockholders on the basis of less than 30 
cents on the dollar has been authorized in 
Common Pleas Court by Judge Alva R. Cor- 
lett. A similar case, settled at less than 
30 cents, was also on the court record as of 
last September. Ira J. Fulton, state super- 
intendent of banks, requested permission of 
the court to compromise the stockholders’ 
double liability. 


It is reported that since the court author- 
ized settlement of several double liability 
obligations at less than one-third of their 
amount, numerous other stockholders of 


closed banks have sought to settle on the 
same basis. 


BUSINESS ACTIVITY IN CLEVELAND 
AREA 

Business activity, payrolls, employment 
and dollar volume of retail trade showed 
improvement in the Cleveland area in Octo- 
ber compared with a year ago, says the 
monthly business review of the Federal Re- 
serve Bank of Cleveland, but, with the ex- 
ception of employment and payrolls, there 
has been a decline from the peak of the 
Summer months of this year. Preliminary 
reports late in the month indicated some re- 
duction in number of employed. 


A decline in operations of the steel indus- 
try from a 60 per cent of capacity peak to a 
figure under 35 per cent and curtailment of 
automobile factory operations, partly sea- 
sonal, were factors mainly responsible for 
the decreased business activity. 


NEW SALESMANSHIP FOR SAVINGS 
ACCOUNTS 
Speaking of the need for new selling ar- 
guments, Francis R. Morison, advertising 
counsel of Cleveland, O., said: 


“The prevailing rate on savings and time 
certificates, as fixed by the Federal Reserve 
3oard and the new Bankers’ Code, although 
as high as the average bank can afford to 
pay, gives a savings account no advantage 
over a United States Government bond where 
income is concerned. With things as they 
are, Savings accounts must be sold on their 
convenience; on the fact that the saver 
need not wait until he has accumulated a 
substantial sum before his money begins to 
earn interest; that income is compounded 
to increase the principal instead of being 
paid in cash and too often promptly dissi- 
pated; and on the matter of service.” 
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THE REORGANIZATION PLANS OF THE 
FIRST CENTRAL TRUST CO. OF AKRON 

Plans to reorganize the First Central Trust 
Company of Akron, which provide for re- 
sumption of business under the bank’s pres- 
ent name with a 25 per cent distribution of 
frozen funds to depositors and creditors, 
amounting to $7,500,000, were submitted to 
the judges of the common pleas court No- 
vember 21st. Accounts of $10 and under are 
to be paid in full and participation certifi- 
eates in the 75 per cent of the assets of the 
old bank set aside are to be issued, such 
assets to be placed in the hands of Ira J. 
Fulton, State Bank Superintendent. An in- 
teresting feature is reduction in capital stock 
from $7,416,450 to $741,645, without reliev- 
ing stockholders of their $50 a share assess- 
ment liability although collection of such 
assessments is suspended for three years. 
Stock certificates of the new banks are to be 
deposited in trust with the National City 
Bank of Cleveland and, if at the end of three 
years depositors and creditors of the old 
bank are not paid in full, such certificates 
are to be sold for their benefit. 

Issue of debentures bearing 4 per cent to 
shareholders of the old bank on payment at 
the rate of $5 for every share of old stock 
is another feature of the plan, which in- 
cludes provision for sale of such stock in the 
new bank standing in the name of each 
shareholder in lieu of purchase of deben- 
tures. Stockholders who do not purchase 
debentures or consent to sale of stock stand- 
ing in their name in lieu thereof will be 
immediately liable for assessment. 

Kighty-five per cent of depositors have ap- 
proved the plan and, with the help of a loan 
fron, the Reconstruction Finance Corpora- 
tion, it is hoped to open the reorganized 
bank by January 1st.. The trust department, 
which has been operating under a court or- 
der since last March Ist, it is expected will 
continue to function as a part of the new 
bank, if directors so decide. 


Banks organized under the new National 
Banking Act may do a trust business in Ohio 
even if their stock does not carry double 
liability, provided that they comply with 
other state requirements. This is the sub- 
ject of a recent opinion of the State Attor- 
ney General, John W. Bricker. 


Stockholders of the Third National Securi- 
ties Corporation of Dayton, affiliate of the 
Third National Bank, have authorized its 
dissolution. 
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CLEVELAND TRUST COMPANY 

On November 17th the board of directors 
of the Reconstruction Finance Corporation 
authorized the purchase of $15,000,000 of 
capital debentures in the Cleveland Trust 
Company of Cleveland. The largest bank 
in the Fourth Federal Reserve District thus 
swung into line with President Roosevelt’s 
request that all banks in the country ex- 
pand their capital structures, in the Na- 
tional Recovery program. The Cleveland 
Trust Company directors authorized an in- 
crease in the bank’s capital funds by the 
sale of $15,000,000 twenty-year 5 per cent 
capital notes. 


CINCINNATI BANK ACCOUNTANTS 
MEETING 

Directors of the Cincinnati Chapter of the 
National Association of Bank Accountants 
are ranging for an early meeting of that 
body. Thomas W. Howard, comptroller of 
the National Electrical Manufacturers Asso- 
ciation, will be one of the speakers. 

Frank S. Carpenter, president of the Bank- 
ers Guarantee Title & Trust Company at 
Akron, O., has been elected president of 
that city’s real estate board for 1954. 


John C. Charles has been appointed trust 
officer for the Citizens’ National Bank, Mans- 
field, O., succeeding L. H. Ackerman, recently 
resigned. 


A. E. Adams, Jr., assistant trust officer, has 
been made a trust officer of the Dollar Sav- 
ings & Trust Company of Youngstown. He 
is the son of the late A. E. Adams, former 
president of the Ohio Bankers Association. 


Carl S. Bechberger has been appointed se- 


nior trust officer in the estates trust divi- 
sion of the National City Bank, Cleveland, 
according to an announcement by W.! J. 
O’Neil, vice-president and trust officer, 


E. G. Otey, former executive vice-president 
of the McDowell County National Bank, 
Welch, has been named executive vice-presi- 
dent of the First National Bank of Bluefield, 
Ww. Va 


Governor Comstock has ordered the Mich:- 
gan legislature to convene in special ses 
sion November 22nd. In addition to liquor 
control and public works financing, the leg- 
islature will be asked to consider changes 
in the banking laws. 
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NEW ILLINOIS LAW BLOCKS DIVIDEND 

The first major instance of the new cor- 
poration law in Illinois preventing the pay- 
ment of a dividend was made known Novem- 
ber 17th when directors of Armour & Com- 
pany, an Illinois corporation, decided not to 
pay anything against the accumulation on 
the preferred stock because it was doubtful if 
the company’s net assets would be in excess 
of stated capital after the payment, accord. 
ing to the law. This is the first corporation 
law to state that fixed assets as well as cur- 
rent assets should be adjusted to recognize 
market values to avoid the impairment of 
capital. In the past fixed assets could be 
carried at any value desired, provided there 
was no evidence of fraud. 

It is reported that Armour & Company's 
earnings dividend requiremenis 
on both the preferred stock of the Delaware 
subsidiary and the preferred stock of the 
Illinois company, approximating $8,000,000 
for the past fiscal year ended October Sth. 
The regular quarterly dividend of $1.75 was 
declared on the Delaware preferred stock, 
payable January 1st to stock of record De- 
cember 10th. 


covered 


The law, recently passed in Illinois, pro- 
vides that corporations shall not pay divi- 


dends unless their net assets are in excess 
of the stated value of their capital, both be- 
fore and after the payment of the dividends. 
Armour directors indicated that because of 
the decline in realty values it was doubtful 
if the net asset value would so cover the 
stated value of the capital which in this 
case is the par value. 

The company, it is stated, is planning the 
promulgation of a new plan for the reduc. 
tion of the balance sheet values of its as- 
sets in order to wipe out this obstacle to the 
payment of back dividends. 
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ACTION ON GOVERNMENT OFFER 
OF CAPITAL 

The Chicago Clearing House Association’s 
resolution approving the program of the 
Roosevelt Administration to strengthen the 
banking structure of the country through the 
sale of preferred stock or debentures differs 
from that adopted in New York and is re- 
garded here as “more practical.” 

The resolution adopted by the clearing 
house, which represents the majority of the 
banks in Chicago, reads as follows: 

“WHEREAS: the present national Adminis- 
tration desires to strengthen the banking 
resources of the country, and 

“WHEREAS: the Chicago Clearing House 
committee is in sympathy with such prog- 
ress: 

“Be it resolved, That the Chicago Clearing 
House Association approves the Administra- 
tion’s policy of strengthening the banking 
resources of the country by having banks is- 
sue preferred stock or deferred capital notes 
and recommends to its members and affiliated 
banks that each bank examine its own posi- 
tion and issue such preferred stock or de- 
ferred capital notes, if any, as may be deter- 
mined by it.” 

Melvin A. Traylor, president of the First 
National Bank of Chicago, is chairman of 
the clearing house committee which drew up 
the resolution. 

The association has approved a change in 
the rules lowering the service charge made to 
customers by member banks for placing call 
loans. Heretofore, members have been re- 
quired to charge a flat rate of % of 1 per 
cent for placing such loans. Under the re- 
vised rule the rate will be 4% of 1 per cent 
when the interest on the loan placed is 2 per 
cent or less. The action is calculated to at- 
tract more money to Chicago from out of 
town customers. With present low money 
rates the service charge used up a good 
measure of the interest received on such 
loans. 
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ILLINOIS DECISION RE CREDITORS OF 
CLOSED BANKS 


The Appellate Court of Illinois has ruled 
that creditors of closed banks are entitled 
to share in proportion to their full claims 
regardléss of whether they received funds 
from the sale of collateral. 

The opinion was given in two cases in- 
volving the defunct John B. Colegrove bank 
at Taylorville, but held that no creditor 
should receive more than his total claim. 
The rule was held to apply to all insolvent 
estates. The amount due the First National 
Bank at Chicago was raised from $356,254 to 
$135,677 because the latter amount was due 
when proof of claim was made. The bank 
later collected the difference from liquida- 
tion of collateral. The claim of the Bank 
of Commerce Liquidating Company was re- 
duced from $35,000 to $15,364 on the ground 
that collateral had been sold before the claim 
was filed. 


CHICAGO FAIR “GOES ON” 

In response to the demands of business, in- 
dustrial and political leaders the Century of 
Progress Exposition will be reopened next 
year with the same attractions, in general, 
as were available this year, but with more 
exhibitors, more concessionaires and a re- 
vamped lighting and decorative scheme, ac- 
eording to an announcement by Rufus C. 
Dawes, president. Legislation assuring con- 


tinuance of the fair will be enacted. Among 
those suggesting reopening the exposition 


next year were President Roosevelt, Alfred 
E. Smith, Governor Horner of Illinois and 
many others. 

The fair closed for the 1933 season Novem- 
ber 12th. M. M. Tveter, controller, gave some 
figures which proved that the exposition had 


been the most successful of its kind ever 
held. Gate admissions paid by 21,714,334 
visitors were listed at $8,241,252.69 and con- 


eessions brought in $25,543,751.29, a total of 
$33,785,003.98. The fair has made the fifth 
10 per cent payment on its $10,000,000 note 
issue, as of November 13th, establishing a 
record for amortization of indebtedness of 
an American fair. In the Columbian Ex- 
position of 1898 attendance was 21,480,141. 


CHICAGO RESERVE DIRECTORS 

James R. Leavell, president of the Conti- 
nental Illinois National Bank & Trust Com- 
pany, and Max W. Babb, president of Allis- 
Chalmers Manufacturing Company of Mil- 
waukee, have been renominated to serve re- 
spectively as Class A and B directors of the 
Chicago Federal Reserve Bank. 


TRUST COMPANIES 








CHICAGOANS INDORSE SOUND MONEY 
POLICY 

The stand recently taken by twelve mid- 
western university professors “against tink- 
ering with the monetary unit” has been in- 
dorsed by twenty-six business and industrial 
leaders of Chicago who have announced the 
formation of a permanent organization—the 
Committee on Monetary Policy. 

The statement of the new committee said: 
“They regard a so-called ‘managed currency’ 
as impracticable, and express the opinion 
that the announcement of a prompt return 
to a gold standard, restoring confidence in 
the dollar, is a first step toward lasting eco- 
nomic recovery.” 


AFFILIATE PLANS OF HARRIS TRUST 

Albert W. Harris, chairman of the Harris 
Trust & Savings Bank, Chicago, recently an- 
nounced that the bank proposed to add $900,- 
000 to its capital and to distribute a 10 per 
cent cash dividend aggregating $600,000 to 
stockholders about January 2d. This will be 
effected by reducing the capital of the bank’s 
affiliate, the N. W. Harris Company, by 
$1,500,000 and transferring that amount to 
the bank’s surplus and stockholders. The 
bank will require the approval of 90 per cent 
of its stock before making the change. 

Under the Federal Banking Act the Harris 
Trust must divest itself of the Harris Com- 
pany, whose business has been the distribu- 
tion of bonds. The bank has until next July 
to wind up the affairs of the company, which 
will have remaining capital of $1,500,000 
when the present plan goes into effect. 


NATIONAL BANK TO ISSUE 
PREFERRED STOCK 

Directors of the First National Bank of 
Chicago on November 10th approved a pro- 
posal to issue to the Reconstruction Finance 
Corporation preferred stock not to exceed 
$15,000,000. Melvin A. Traylor, president, 
said that the issue of preferred stock “does 
not contemplate any adjustment of the bank’s 
present capital structure” which consists of 
$25,000,000 capital and $15,000,000 surplus. 
According to the statement of condition 1s 
of October 25, 1933, the bank has undivided 
profits of $3,912,995, and total deposits of 
$586,447,285. 


FIRST 


John Craddock, vice-president of the Con- 
tinental Illinois National Bank & Trust Com- 
pany of Chicago, has been named as advisor 
to the National Recovery Administration 
having charge of finance companies. 














LARGE PAYMENTS BY DETROIT BANKS 

An additional payment of $53,674,563 has 
been made to 846,949 depositors in the two 
large closed Detroit national banks, the 
Guardian National Bank of Commerce and 
the First National Bank, by receivers of 
those institutions. The dividend paid by the 
Guardian amounts to 20 per cent on unse- 
cured claims, or $19,374,563, and brings the 
total paid since closing to 60 per cent or 
$58,338,958 ; while the First National divi- 
dend amounts to 10 per cent or $34,300,000, 
bringing the total paid to 50 per cent or 
$169,992,357. 

The present Guardian payment was made 
possible by a loan of $26,000,000 from the 
Reconstruction Finance Corporation and the 
First National payment by a loan of $48.- 
000,000, The dividend by the Guardian Na- 
tional will be distributed to 140,000 depos- 
itors, 134,000 of whom had accounts with 
the bank of less than $2,000. Deposits at the 
time of the bank’s suspension were $96,872,- 
815, which does not include secured deposits 
or claims for borrowed money, all of which 
have since been paid in full. Over 50,000 de- 
positors holding claims aggregating $6,169,- 
360 have not yet proven claims or called for 
dividends, against which the receiver is hold- 
ing in cash $2,467,744. Loans previously ob- 
tained from the R. F. C. to aid in these divi- 
dends have since been paid off. Checks for 
Guardian dividends were drawn on the Man- 
ufacturers Trust Company, Detroit, and on 
the National Bank of Detroit for the First 
National dividend. 

Distribution of the First National dividend 
was made to 706,949 depositors, of whom 
614,076 had accounts of under $500. At the 
time of the bank’s suspension, total deposit 
liabilities were $398,763,166, since reduced 
by allowance of offsets and payment of se- 
cured deposits and claims. <A _ reserve of 
$7,500,000 has been set up against possible 
real estate liability losses. There is still due 
on previous R. F. C. loans, the sum of $26,- 
O29, 510. 





GRAND RAPIDS TRUST COMPANY STOCK 
NOW OWNED LOCALLY 

The Grand Rapids Trust Company, Grand 

Rapids, Mich., has announced that it is no 

longer affiliated with the Guardian Detroit 


Union Group, Ine., all relationships with 
that institution having been severed. The 


ownership of the stock of the company is 
now vested in residents of Grand Rapids and 
vicinity. Officials of the organization con- 
tinue in the management of the institution. 
This action divorces the local company from 
ill holding company affiliations. 
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NUMBER OF CORPORATE FIDUCIARIES 
IN ILLINOIS 

Illinois had 263 corporate fiduciaries at the 

close of business June 30, 1933. The state- 

ment recently compiled by Edward J. Bar- 

rett, Auditor of Public Accounts, classified 


these corporations qualified to administer 
trusts in Illinois as follows: 
State banks authorized to administer 
Sg IE ee er UN ER Seer ao Aare 139 
National banks with trust powers....... 88 
Other Illinois corporations with trust 
DOWIE 6.66 cance ce wen eee 12 
Foreign corporations qualified in Illinois 
to: aeeinieter tres soc 6 osc sksn ees 24 
TOR eeGiissacsieadd eee wn oem 263 





OROGANIZE CLEARING HOUSE ASS’N 

The bankers of Davenport, Ia., Rock 
Island, Moline, and East Moline, Ill., have 
organized a Clearing House Association and 
the following banks have joined: 

Davenport Bank & Trust Company, Dav- 
enport; State Bank of Rock Island, Rock 
Island; Rock Island Bank & Trust Company, 
Rock Island; State Bank of East Moline, 
East Moline; Moline National Bank, Moline. 

The following offcers have been elected: 
H. E. Otte, president, Moline National 
Bank, chairman; V. O. Figge, executive vice- 
president, Davenport Bank & Trust Com- 
pany, vice-chairman; L. B. Wilson, assistant 
to the president, State Bank of Rock Island, 
secretary-treasurer. 





MICHIGAN BANK RELIEF ON MORTGAGES 

Mortgages held by all closed banks in 
Michigan will be taken over by the Home 
Owners Loan Corporation, it was announced 
recently by John F. Hamilton, Detroit, Mich., 
manager for the corporation, in an address 
at Lansing before the Michigan Association 
of Registers of Deeds. He revealed that ar- 
rangements for this step have been com- 
pleted and advised registers of Ingham, Gen- 
esee, Oakland, Muskegon and Wayne counties 
to prepare for increased business resulting 
in the filing of necessary papers. 

The corporation, specifically, has agreed to 
purchase all eligible mortgages held by the 
First National Bank and the Guardian Na- 
tional Bank of Commerce, Detroit. Apprais- 
ers of the corporation have been in Detroit 
for several days placing values upon the 
mortgages held by the closed banks. 

The Federal Reserve Board has granted 
the National Bank of Jackson, Mich., per- 
mission to exercise full trust powers. 











St. Louis 


Special Correspondence 


FRASER ELECTED DIRECTOR OF MER- 
CANTILE-COMMERCE BANK & 
TRUST COMPANY 
Alexander Fraser, president of the Shell 
Petroleum Corporation has been elected to 
membership of the board of directors of the 
Mercantile-Commerce Bank & Trust Com- 

pany, St. Louis. 






ALEXANDER FRASER 


Who has been elected a member of the Board of 
Directors of the Mercantile-Commerce Bank and 
Trust Company 


In making this announcement John G. 
dale, chairman of the board said that no 
other city in the world is so favorably situ- 
ated with respect to oil producing areas, mar- 
kets and the transportation service connect- 
ing them as St. Louis. Our banks must be 
ready to handle intelligently the financial 
side of problems created by the growing im- 
portance of this industry to St. Louis. 

Virgil Jones has taken up new duties in 
the trust and credit departments of the 
National Bank of Commerce of Tulsa. For 


the last seven years he has been a vice-presi- 
dent of the Security National at Oklahoma 
City, in charge of the trust department. 
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“TRUST SERVICE 
EXCLUSIVELY” 


THE ST. LOUIS UNION TRUST I 
COMPANY does not receive de- * | 
posits. Its entire organization and 
facilities are devoted to one specific 
object: EFFICIENT TRUST 
SERVICE. 

Because of its stability, its experi- 
enced staff of trained Trust Com- 
pany executives, and its capital and 
surplus of $10,000,000.00, the ST. 
LOUIS UNION TRUST COM- 
PANY offers an unexcelled service. 


St. Louis Union Trust Co. 


ST. LOUIS, MO. 
Oldest Trust Company in Missouri 


Affiliated wth First National Bank 























ICKES APPOINTS GRAHAM 

Secretary of the Interior Harold L. Ickes 
has appointed N. R. Graham, vice-president 
of the National Bank of Tulsa, Tulsa, Okla., 
chairman of the Arkansas River Basin Com- 
mission. The Commission will undertake 
the development of that basin along the lines 
of the Tennessee River project. 





ATTORNEY FOR OKLAHOMA BANKING 
DEPARTMENT 
J. W. Hunt, attorney, of Tulsa, Okla., has 
been appointed attorney for the Oklahoma 
State Banking Department, succeeding Scott 
Ferris, Jr. 





That 93 per cent of all depositors in Okla- 
homa state banks have deposits of less 
than $2,500 was recently announced by W. J. 
Barnett, Oklahoma bank commissioner. He 
is endeavoring to bring at least 191 state 
banks into the Federal Deposit Insurance 
Corporation. 





Mercantile-Commerce Bank & Trust Co............ 
Mississippi Valley Trust Co......... i ee ailoean eae 
eC CME OD, . og oc cccsce vecececic sees 


*Accepts no deposits. 






Surplus and 


Capital Undivided Profits, Deposits, 
Sept. 30, 1933 Sept 30, 1933 
. $10,000,000 $3,369,580.00 $98.988,258.43 
. - 6,000,000 2,117,825.75 60 377,191.34 
.. 5,000,000 Cee | ce vweeses - 
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Pacific Coast 


Special Correspondence 


VALUE OF LEGAL LISTS QUESTIONED 

The actual value of lists of investments 
approved as investments legal for trust funds 
was questioned by L. H. Roseberry, vice- 
president, Security-First National Bank of 
Los Angeles, addressing the Pacific Coast 
Trust Conference recently held at San Fran- 
cisco. 

“The acid test of recent experiences ap- 
plied to the so-called ‘legals’ and seasoned 
securities heretofore chosen for trust invest- 
ment by commercial trustees has possibly 
revealed more weaknesses in the amount and 
plan of their financing than it has in the real 
values behind them,’’ Mr. Roseberry said. 

“Future trust investment policies will 
probably be moulded more along the lines of 
obtaining first liens, in conservative amounts 
and strongly amortized as to principal, upon 
income producing and marketable properties 
in the hands of experienced and successful 
owners, and then following with a continued 
and skilled investigation and analysis of the 
securities themselves, the industries to which 
they relate, and the drift of such economic 
conditions as may affect them,” he continued. 

“The necessity for development in trust 


companies of specialized divisions for such 


investigation and analysis is now beyond 
question. Such division, subject to experi- 
enced and constructive committee control in 
the making, retention and sale of trust in- 
vestments, have become an indispensable part 
of every modern trust organization. Their 
importance will enlarge rather than dimin- 
ish, especially if there is a legal crystalliza- 
tion of the belief, which seems to be growing 
in some quarters, that, in the investment of 
trust funds and their subsequent supervision, 
corporate trustees should be held to a strict- 
er degree of accountability and responsibility 
than that expected of personal trustees. 
However unjust this double standard of li- 
ability may be viewed by some, I wonder if 
we are alive to its nearness and significance.” 


The Anglo-California National Bank of 
San Francisco has announced the election 
of Paul E. Hoover as a vice-president. Mr. 
Hoover will be active in the expansion of 
the bank’s activities which is planned fol- 
lowing the issuance of $5,000,000 of preferred 
stock to the Standard Oil Company of Cali- 
fornia and to Mortimer and Herbert Fleish- 
hacker. Mr. Hoover was formerly connected 


with the Northwest Bancorporation. 
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PUBLIC UTILITY PETITIONS FOR HIGHER 
RETURNS ON INVESTMENTS 

Demand for an 8 per cent return on its 
investment in place of the 6 2-3 per cent 
ordered by the California State Railroad 
Commission in its recent gas rate reduction 
was made by the Pacific Gas and Electric 
Company in a petition for a rehearing filed 
November 18th. 

The lower rate, used as the commission’s 
basis for ordering a $2,100,000 cut in annual 
income from natural gas sold to consumers 
in Northern California, “is not reasonably 
sufficient to insure confidence in the funda- 
mental soundness of the company,” the peti- 
tion declares. The company attacked the 
recent decision as “unjust, unwarranted and 
unreasonable.” 


NEW SAFEGUARDS IN: DEED OF TRUST 
SALES 

In order to further add to the legal safe-- 
guards of the work of the trust deed division 
of their trust department, the Security-First 
National Bank of Los Angeles has recently 
placed in operation an additional duty to be 
performed prior to the sale of property by 
trustee under deeds of trust given to secure 
the ordinary real estate loan. 

This provides that a photograph will be 
made a permanent part of the regular affi- 
davit on the posting of each notice of sale of 
property under trust deed. The law requires 
that this notice be conspicuously displayed 
on the property for twenty days prior to the 
date of sale. 

Formerly an affidavit swearing that this 
condition had been met was considered a suf- 
ficient record. A case recently lost by a title 
company, however, disclosed faults in this 
procedure. The company had posted a notice 
but the tenants obscured the sign and pre- 
sented a photograph in court purporting to 
show that none had been set up. In posting 
notices of sale, the bank representative will 
be equipped with a miniature camera and 
will take a picture of the notice as he posted 
it on the property. 


OREGON STATE BANK DEPARTMENT 
CHANGES 

Resignation of H. O. Voget and M. W. 
Starbuck of the Oregon state banking de- 
partment has been announced. Both have 
accepted positions with the Federal Reserve 
bank at San Francisco. Tinkham Gilbert 
has been made assistant bank superintendent 
and trust examiner and E. T. Way, senior 
bank examiner. 
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ADVANTAGES RESULTING FROM A REVIEW AND STUDY 
OF TRUST DEPARTMENT OPERATIONS 


Trust departments these last difficult years 
have been faced with every possible kind 2f 
problem that could arise with respect to 
trust property, to say nothing of the chang- 
ing conditions with which trust institutions 
have been faced, remarked John Boden, as- 
sistant cashier, Wells Fargo Bank & Union 
Trust Company, San Francisco, in opening 
his address before the recent Pacific Coast 
and Rocky Mountain States Trust Confer- 
ence at San Francisco. He continued : “With 
so much of current moment to attend to 
there has been little time to indulge in the 
introspection so necessary to keep our office 
practice up to the highest standard. But, 
such survey and analysis can, when prop- 
erly done, be made to pay handsome re- 
turns.” Excerpts from Mr. Boden’s remarks 
follow: “I have found it to be a frequent 
rule that practice has preceded theory. Ob- 
serving trust department practice in a num- 
ber of institutions, I have gained the impres- 
sion that except in rare cases, individual 
experience touched only certain definite proc- 
esses that are carried on without relating 
them to other processes. In consequence, 
not a few of the changes that have been 
made from time to time were shaped to 
accommodate only the operation or opera- 
tions immediately under consideration, with- 
out so complementing these changes in other 
practice that the interests of coordination 
and efficiency were served. My conviction 
on the basis of my own observations is that 
examination into office processes should be 
undertaken by one person, who will be free 
to gain a grasp of all interrelated opera- 
tions, and that he should carry on his work 
in collaboration with an administrative offi- 
cer who is well grounded in the trust busi- 
ness. * * * Let me suggest that we spend 
time in each particular division, analyze it 
carefully and see if we are using our facili- 
ties to the fullest.” 


Initial Set-up of New Business 

“Upon receiving new business the initial 
setting up of records is extremely impor- 
tant. It should be centralized, and the func- 
tions carefully checked, thereby eliminating 
to the ’nth degree any possibility of error. 
By so doing one of the chief causes of com- 
plaint and embarrassment can be eliminated. 
I have found that in many instances, in- 
structions to the operating division are made 
in duplicate, the original to circulate through 
the many subdivisions and the duplicate to 





be held by a designated person until the 
original is returned properly initialed by 
the divisions interested. This is a danger- 
ous practice because it takes some time for 
each department to set up its records and 
then pass the instructions on. A better ar- 
rangement is to make the instructions in as 
many copies as there may be subdivisions in- 
terested ; thereby, they are all on notice the 
same day.” 
Bonds and Coupons 


“In the handling of matured bonds the 
vault can be of great assistance to the trust 
department; as the vault men go through 
the various trusts cutting coupons and come 
to a bond with but one coupon left, this 
bond can be held aside and filed in a sepa- 
rate case, whose contents may be checked 
from time to time against a list of matured 
bonds prepared by the trust department from 
its own records, which list is in turn com- 
pared with the actual bonds held out by 
the vault. 


“The physical handling of coupons should 
proceed independently of the trust depart- 
ment, and I suggest that this work be done 
by the vault; the cutting of the coupons, of 
course, takes place some weeks before ma- 
turity, independent of any list or figures 
given by the trust department. This fur- 
nishes an exact proof, as a total of the tick- 
ets prepared by the trust department should 
agree with the vault figures. After the vault 
and trust departments are balanced, coupons 
are charged by the vault to the coupon teller 
in the banking division and the offsetting 
entry is then passed by the trust depart- 
ment. This arrangement might mean some 
change in the prevailing vault filing system, 
such as filing alphabetically as to coupon 
maturities and separating stocks from bonds, 
but from experience this has proven a very 
satisfactory and efficient method. 

“As an added protection for our coupon 
clerks, we have installed a card system of 
our bond holdings filed alphabetically, ac- 
cording to coupon maturity dates. 


Real Estate 

“Upon acquiring real estate or other as- 
sets, the setting up of the records should be 
made independent of the real estate depart- 
ment. Deeds or whatever documentary evi- 
dence there may be, should go through the 
usual channels on a regular in-tag, except 
the descriptions, which are unnecessary in 
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this operation. Changes as to description, 
etc., which in many instances, take consid- 
erable time, can be made subsequently. In 
this way, the various divisions are imme 
diately put on notice, particularly the in- 
surance department. Each morning the tags 
of the previous day are delivered to the 
insurance division and all entries concerned 
with real estate or other assets are initialed 
and the total proved with the daily blotter, 
which eliminates the possibility of missing 
a tag. By this added precaution every piece 
of real estate or tangible property is im- 
mediately covered by insurance or insurance 
in force is cancelled, as the case may war- 
rant. While this sounds elementary, it is in 
these minor matters that we receive the 
greater proportion of complaints from our 
clients.” 


RECORDING FEES REDUCED BY NEW 
DEED OF TRUST FORM 

It is estimated that many thousands of 
dollars will be saved each year, in the re- 
duced recording charges which will result 
from the use of a new form of deed of trust, 
which is now being distributed by Los An- 
geles banks and title companies. The word- 
ing of its provisions has been greatly abbre- 
viated, various points have been clarified and 
contingencies not covered in the former in- 
strument in general use in southern Califor- 
nia, are provided for in the new form which 
was drawn to conform to changes in the 
Statutes of 1933. 

Before being finally approved, the form 
was submitted to trust officials and title 
companies in various sections of the state 
and received the benefit of their suggestions. 
It is believed that it may eventually be 
adopted for use throughout California. 


BANK OF AMERICA RECEIVES 
ADVERTISING AWARD 

The award of first place among all bank 
advertisers in the United States and Canada 
for the twelve months which ended October 
1, 1933, was made to the Bank of America, 
National Trust and Savings Association, 
which places the preponderance of its adver- 
tising copy with 325 daily and weekly news- 
papers throughout the entire State of Cali- 
fornia. 

A report showed that California newspa- 
pers in 1933 published the best bank adver- 
tising in the United States and Canada. The 
award was made by “Bank-Ad Views.” Rat- 
ings for the award are conducted on a month- 
ly basis. 


FIRST NATIONAL OF PORTLAND ELECTS 
L. M. Giannini, executive vice-president, 
Bank of America, San Francisco, has been 
elected a member of the board of directors 
of the First National Bank of Portland, Ore., 
succeeding his father, A. P. Giannini. 


D. W. Holgate, former trust officer of the 
United States National, has taken up the 
private practice of law. 


E. I. Vaughan, trust officer, Bank of Amer- 
ica National Trust and Savings Association, 
Los Angeles, is the instructor in the Trust 
Functions course being conducted by the 
Los Angeles Chapter of the American Insti- 
tute of Banking. 


Seattle clearings show unbroken increases 
from February: $92,000,000 in September ; 
$91,000,000 in August; $88,000,000 in June; 
$82,000,000 in May: $75,000,000 in March; 
and $66,000,000 in February. 


The First National Bank of Ontario, Cal., 
is planning an advertising campaign con- 
cerning the new national banking laws and 
new California banking laws. In its open- 
ing advertisement the bank says: 

“The First National Bank feels that it is 
of vital importance that the people of our 
community know the changes which have 
taken place in the banking laws of our na- 
tion. We believe that every individual shorld 
be familiar with recent banking legislation. 

“In a spirit of helpful service, we intend 
to devote this space for a short time to 
statements and explanations of the new 
laws. We hope that the people of this com- 
munity will avail themselves of the oppor- 
tunity to acquaint themselves with this im- 
portant information.” 


MONEY IN CIRCULATION 

Money in circulation on October 31st to- 
taled $5,635,163,442, equivalent to $44.73 for 
every man, woman, and child in the United 
States. The treasury reported that this rep- 
resented a per capita decrease of 14 cents 
for the month, and a decrease of 25 cents as 
compared with the corresponding date last 
year. 

The statement showed there was $537,210,- 
670 in gold and gold certificates still out- 
standing, despite the Government’s efforts to 
segregate this form of currency in the treas- 
ury and in the Federal Reserve banks. 

The country’s total money stocks on Octo- 
ber 31st were $10,043,065,198, an increase of 
$19,000,000 for the month. 
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HIBERNIA NATIONAL BANK ELECTS 
NEW OFFICERS 

The directors of the Hibernia National 
Bank in New Orleans, in order adequately 
to take care of the growing business of the 
institution, have elected the following as as- 
sistant vice-presidents: Paul Villere, W. B. 
Machado, R. G. Fitzgerald, E. F. LeBreton, 
J. M. O. Monasterio and W. W. Pope. A. C. 
Lapeyre has been chosen an assistant trust 
officer; Louis V. DeGruy is trust officer of 
the institution. President A. ©. Imahorn in 
making the announcement said that the con- 
tinuous growth which the bank has enjoyed 
since nationalization on May 22d last, thanks 
to the confidence and cooperation of stock- 
holders, customers, and loyal friends, has 
rendered imperative the substantial enlarge- 
ment of the official personnel. 

“According to the pro forma statement is- 
sued when we opened as a national bank less 
than six months ago, our deposits at that 
time were $14,121,120.46. In response to the 
recent call from the Comptroller of the Cur- 
rency, our statement of October 25th, which 
was published in the local exhibited 
deposits of $23,411,391.32. This is a gain of 
better than 65 per cent, and our deposits to- 
day are still larger than that figure.” 

The bank’s statement of condition shows a 


press, 


liquid condition with cash and U. 8S. Govern- 


RvupDOLPH 8S. HECHT 


Chairman of the Board, Hibernia National Bank, New 
Orleans, who has been elected First Vice-president of the 
American Bankers Association 
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ment bonds amounting to $17,317,279 and 
loans and discounts of $3,945,795. Capital 
account is $2,700,000 and surplus and undi- 
vided profits $382,511. 


RESTRICTED BRANCH BANKING 
FAVORED BY FLORIDA BANKERS 
The Florida Bankers Association went on 
record at its recent annual convention, as 
being in favor of branch banking under re-. 
stricted conditions, The resolution adopted 
called upon the state legislature to pass a bill 
permitting branch banking under the condi- 
tions that the parent bank have a _ paid-in 
eapital of $500,000, with the approval of the 
Comptroller. However, no branch may be 
established in a town where there already 
exists a commercial bank unless such parent 
bank Shall buy or merge with the existing 
commercial bank of that town. The capital 
of the parent bank must be equal to the min- 
imum that would be required were the parent 

bank and the branches separate banks. 


Statement of the Ownership, Management, 
Circulation, etc., required by the Act 
of Congress of August 24, 1912, of 
TRUST COMPANIES, Published 
Monthly at New York, N. Y., for 
October 1, 1933 


State of New York } 
County of New York f ** 

Before me, a Notary Public in and for the 
State and County aforesaid, personally appeared 
Christian C. Luhnow who, having been duly sworn 
according to law, deposes and says that he is the 
Publisher of TRUST COMPANIES and that the 
following is, to the best of his knowledge and 
belief, a true statement of the ownership, manage- 
ment (and if a daily paper, the circulation), etc., 
of the aforesaid publication for the date shown 
in the above caption, required by the Act of 
August 24, 1912, embodied in section 411, Postal 
Laws and Regulations, printed on the reverse of 
this form, to wit: 

1. That the names and addresses of the pub- 
lisher, editor, managing editor, and _ business 
managers, are: 

Publisher, Christian C. Luhnow, Two Rector St., 
New York, N. Y. 
Editor, Christian C. 
New York, N. Y. 
Business Manager, C. D. House, Two Rector St., 

New York, N. Y. 

2. That the owner is 
Estate of Christian A. Luhnow, 48 Wall St., New 

York City. 

Beneficiaries: C. C. Luhnow, Two Rector St., New 

York City. 

Frederick E. Luhnow, 300 Old Army Rad., 

Scarsdale, N. Y. 

3. That the known bondholders, mortgagees, 
and other security holders owning or holding 
1 per cent or more of total amount of bonds, 
mortgages, or other securities, are: None. 

CHRISTIAN C. LUHNOwW, Publisher. 


Sworn to and subscribed before me this 3rd day 
of October, 1933. 


[Seal] LOUELLA F. LITTLE 
Notary Public 
New York County, N. Y. 


Commission expires March 30, 1934 


Luhnow, Two Rector St., 





